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Cenveo (NYSE: CVQ), headquartered in Stamford, Connecticut, is a leader
in the management and distribution of print and related products and
services. The Company provides its customers with low-cost solutions

within its core businesses of commercial printing and packaging, envelope,
form and label manufacturing, and publisher services; offering one-stop
services from design through fulfillment. With 10,000 employees worldwide,
Cenveo delivers everyday for its customers through a network of production,
fulfillment, content management, and distribution facilities across the globe.

For more information please visit us at www.cenveo.com.
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Dear Fellow Shareholders,

As you can see by the theme of this year's annual report, I find many simi-
larities in business and in sports. Many of the bedrock principles that can
be found in winning athletic organizations can also be found in successful
businesses. [ have used this analogy before, but [ feel it is now more relevant

than ever to describe my tenure as the senior manager of Cenveo.

In September 2005, when [ arrived here, [ committed to our employees
and investors that we would become the industry’s premier printing and
envelope company. We would be the low-cost producer in our industry to
improve cur perfermance every day. We would do this by implementing a
proven game plan that has worked for me time and again over my 35-year
business career.

There is nothing revolutionary about this plan. I view it as basic “blocking
and tackling.” But it has worked wel! for Cenveo in 2006. And I am happy to
report that in a short period of time, we have made substantial progress, and

we are on our way to achieving our goal.

The ground we've gained since September 2005 has been remarkable. The
company has been right-sized and turned around, its stability restored.
We have met or exceeded our financial targeis every quarter, and our strict
financial discipline has allowed us to significantly increase our operating
margin, pay down high-coupon debt and generate free cash flow. This
performance has resulted in a strengthenad balance sheet, with improved
prefitability and share price. Our team has lifted Cenveo out of last place,
and positioned us to compete and to succeed.

A Successful Game Plan

When [ wrote this letter last year, I detailed our 5-step “back to basics” game
plan to turn Cenveo around. This strategy focused on:

1. Installing a proven management team

2. Bringing our cost structure in line with our revenues

3. Re-focusing on our core business

4. Leveraging our size with our vendors

5. Growing our top line

With 2006 now in the books, let's review each of these areas...

We continue to build the best management team in the industry.

By combining depth with experience, a customer-oriented service philosophy,
and operational and fiscal discipline, we are now becoming a provider of
choice within the industry. We continue to bring proven industry veterans

Robert G. Burton, Sr.
Chairman and Chief Executive Officer




“In a short period of time, we
have made substantial progress,
and we are on our way to

achieving our goal.”
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and promising young talent to our roster. We have added meore than 50 key
players who've worked with us at other successful printing turnarcunds,
and who are committed to our game plan. These individuals understand
what it takes to succeed, and each is held personally accountable for their

performance. These senior managers "get it.”

Our senior executives have done an excellent job quarterbacking us to new
levels in 2006. They have surrounded themselves with cutstanding individu-
als who are the future leaders of this company. Their growth is measured
every day by improving performance across our franchise. While they are too
many to single out by name individually, we are lucky to have such a deep

bench of talent for years to come.

These executives are also co-owners of our franchise. You may recall that
last year, as part of our plan to ensure that our employees acted as owners of
the business, we initiated an Employee Stock Purchase Plan. I am pleased
to report that 100% of our senicr managers are purchasing Cenveo stock
through payroll deductions each month. This financial commitment shows

that our pecple believe in the company’s bright future.

We improved the company’s operating cost structure by implement-
ing a $100-millicn cost-savings program. When we established this goal, the
skeptics and naysayers said it couldn't be done. We were told that all costs
that could be taken out of Cenveo had already been eliminated. That attitude
was unacceptable, and the doubters were proven wrong. By streamlining
our operations, consolidating redundant facilities, controlling discretionary
spending and asking our employees to play several different positions, we
were able to significantly reduce our cost structure. I am pleased to report
that our plan is on track, and that over $70 million in incremental savings

have been achieved to date.

We focused on the core of our business by selling non-core assets that
were not aligned with our long-term growth plans. During 2008, we sold
several businesses that were either unprofitable cr in markets that were nct
key to our future. Most notably, we sold our Canadian operation, Supremex.

Althcugh Supremex is the leading envelope manufacturer in Canada, our

plan is to focus on growth opportunities domestically. This sale allowed us to
pay down high-coupon debt and helped fund our acquisition efforts.

We strengthened our partnership with key suppliers to leverage our
purchasing spend. When our team arrived at Cenveo in 2005, we began the
process of forming strategic parinerships with core suppliers to drive down
the cost of doing business through improved communication, pricing, pay-

ment terms, inventory turn and inventory reduction.
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We began this process by recruiting a talented team from our past to stream-
line our purchasing and logistics operations, and by developing strong rela-
tionships with a smaller but more important supplier base. This outstanding
team delivered significant results to the company in 2008, and with our recent
acquisitions, expectations are high for continued improvement in 2007.

Going For It - 58 Accretive Acquisitions

We began the growth stage of our game plan by acquiring some of the
industry’s most talented companies. In July, we acquired Rx Technology
to supplement our label business. This business has a strong client list, a
great relationship with the nation's largest pharmacies and drug stores, and
creates synergies and cross-sell opportunities within our envelopes, forms

and labels operations.

While not a part of 2006, we announced and closed two additional acquisitions
in early 2007. In February, for example, we supplemented our team by
acquiring Printegra, a leader in the manufacturing of short-run business
documents, including envelopes, labels, forms and security documents. The
company enjoys a stellar reputation for quality and customer service within

the industry and among its clients.

Continuing our acquisition momentum, in early March we completed the
purchase of Cadmus, the world’s largest provider of content and production
services to publishers of scientific, technical and medical journals. With over
$450 million in revenues, Cadmus is also a recognized leader in the targeted
publication and specialty packaging segments, enjoying a worldwide
manufacturing platform that provides a one-stop solution to its customers. This
acquisition meets our criteria of achieving profitability while benefiting cur
customers with innovative and cost-effective soluticns to all their print needs.
With the addition of Cadmus, Cenveo is now the third-largest printing company

in North America, and a leader in the high-growth niche markets we ssrve.

2007 Season Outlook

We take great pride in having completed 2006 — Cenveo's first full year
under our management team — on a strong, positive note with significantly
improved results. Our achievements cver the past 18 months and our ex-
citing potential {or the future are direct outcomes of long-term strategies
implemented to drive market leadership, service and prefitability, and

increase shareholder value.

The outlook for 2007 is strong as well. [ remain confident that Cenvec has all
components for future success: a broad array of products and services... a
strong sales team. .. dedicated employees. .. creative manufacturing talent ..
and a loyal and growing customer base that is the envy of the industry.

"“Owver $70 million in incremental
savings have been achieved to

date.”



"“Cenveo is now the third-
largest printing company in
North America, and a leader in
the high-growth niche

markets we serve., ”
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There still remains much to be accomplished. We must continue to push
ourselves, to get stronger, faster and more nimble. Only with commitment

and training can we achieve the results that I know we can deliver.

In 2007, Cenveo wili continue to pursue strategies that foster leadership and
petformance in this challenging and exciting environment. We will focus on:
» Growing our existing businesses organically

* Looking for the right acquisitions in our target niches

* Providing customers with one-stop solutions

* Increasing margins by controlling cur costs

It all comes down to knowing cur game plan and playing to win. We have
an unparalleled management team that is focused on achieving these goals,
with personal financial stakes riding on our success.

Goal To Go

Let me conclude by reiterating management's commitment to growing the
company’s value for our fellow stockholders, and our confidence in Cenveo's
future prospects. We will continue to be a total printing resource, today and
in the future. With continued hard work and a focus on "blocking and tack-
ling,” we have moved the ball down the field in 2005 and 2006. We are now
just outside the end zone and poised to go in for the score in 2007.

As Cenveo's leader, and also its largest individual owner, I will do what is
right to ensure that we are successful in 2007, and that our investors reap
rewards with us as their partner. We have come too far to drop the ball now.
This team will return Cenveo to marketplace leadership and success. It
won’t be easy, but you have my commitment that we will fight every day, for

every inch, and we will not let you down.

1 will keep you advised on our progress in delivering what we have commit-
ted to this year.

Thank you for your continued support,

Robert G. Burton Sr.
Chairman and Chief Executive Officer
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commetrcial
print

The Commercial Print Group
has achieved its reputation of
excellence from its values of
providing outstanding customer
service, investing in the latest
technology, and delivering
unparalleled craftsmanship.

The smallest sheetfed job to the
largest web job can be accom-
plished through our network of
more than 20 commercial print
facilities.

The Packaging Group is a
recognized leader in providing
one-stop packaging solutions
from concept to prototype to
market. With the recent addition
of Cadmus-Whitehall Specialty
Packaging Services, Cenveo will
be poised to take a stronger
position in the packaging
industry with a gtobal network
of manufacturing facilities and
proven expertise and creativity.

The Financial Print Group has
more than 50 years’ experience
working with numerous com-
panies in the financial industry
on their annual and quarterly
reports, prospectuses, mutual
funds, and EDGAR filings. This
Group understands the intrica-
cies and time-sensitivity of these
documenis and takes its services
beyond printing.

The Digital Print Group pro-
vides customers with an array of
digital soiutions. Its capabilities
encompass variable, on-demand
printing which gives its custom-
ers a quick, cost-effective, and
direct approach to market,

envelopes,
forms & labels

The Envelope Group is cne

of the world's largest envelope
manufacturers producing
approximately one out of every
four envelopes in the United
States with a wide variety of
types and seals. Long or short
run, simple or sophisticated
graphics, it can deliver for the
maost complex demands, The
Commercial Envelope Group
stands out in the industry for its
creativity i direct mail and the
ability to convert a wide range of
paper weights and styles.

This Group includes, Quality
Park, the leading manufacturer
and distributor of envelopes and
mailing products to the Office
Products and Trade and Courier
industries. Quality Park produces
more than 2,000 stock items
far its distributor customers in a
variety of sizes and styles.

The Custom Envelope Group,
primarily known by the hrand
name Wisco, provides hundreds
of stock and custom private
brand envelopes to the resaie
market. With the recent addition
of National Imprint Corporation
{NIC), Cenveo has more state-of-
the-art facilities to enable it 1o
quickly and efficiently manufac-
ture a wide range of envelope
products with short cycle times.
ts ability to take any envelope
project from blank paper roll
form to complete full-color
printing with a wide range of
custom window options, Wisco
and NIC are the primary sources
for thousands of resale printing
distributors nationwide to meet
their custom envelope needs.

The Label Group is one of

the top suppliers to the North
American fcod, beverage, and
consumer products industries.
Through the leading brand
names—Dealer Label, Discount
Labels, Lancer Label, Synergy
Label, and Rx Technology—it
serves more than 40,000

resale distributors and processes
hundreds of thousands of
orders each year. This Group's
solution-based approach to
service, high-quality standards,
and ability to print on virtually
anything—paper, foil, metal,
plastic, clear and opague film,
and synthetic materials—makes
it the only source needed for
label applications,

The Business Documents
Group has more than 50 years’
experience with customized
products including high-color
and multiple-finish options.
Customers can choose from
shert-, medium-, or long-run
orders, along with a full array of
features; from single-part to
multiple-part business documents,
secure negotiable documents,
to pressure seal, and integrated
form/label combinations. Order
quantities produced in the
Documents facilities, under the
PrintXcel and Printegra brands,
range from a few hundred to
several million,




cadmus
publisher services

The Journal Publisher Services
Group has served the world's
leading scholarly publishers for
more than 125 years. its reputa-
tion is built on first-rate content
processing and industry-leading
press capabilities—expert copy-
editing, complex page composi-
tion, and high-guality web and
sheetfed printing. Through this
Group's in-depth experience with
scientific, technical, and medical
(5TM) publishers, it offers state-
of-the-art online submission and
production tracking systems,
innovative content delivery
solutions, and other electronic
products and services that sup-
port efficient and cost-effective
publishing processes. In 2007,
Cadmus plans to expand its
digital print capabilities to ac-
company short-run requirements
with a high-quality, cost-effective
solution that is comparable in
guality to offset printing.

The Specialty Publisher
Services Group is designed
specifically with B2B,
city/regional, association, and
consumer magazine businesses
in mind. It has a range of tools
including an ad conversion and
processing service for standard-
izing incoming files, an ad and
asset management system for
organizing and maintaining
online libraries of images and
ad files, and workflow solutions
to improve the efficiency of the
page creation pracess. Combine
these solutions with 3Path™,

a cost-effective method for
delivering digital editions of a
publication and other content

directly to a reader’s computer,
and its easy to see Cadmus'’
Specialty Publisher Services
Group is a customer-focused
business.

The Book Publisher Services
Group is a full-service
provider for higher education,
professional, and other book
publishers. This Group offers

a complete array of domestic
and offshore content, print
and distribution services to the
publishing industry that are
tailored to a specific customer
or project—giving publishers a
strong competitive advantage
through a highly automated
production workflow. From
composition, to XML coding, to
print and distribution, Cadmus
offers a global production
solution that stores content

in a structured digital content
repository (XML) far repurposing
in both electronic and print
deliverables.

cenveo 2006 arnnal report 12

Design

Offset Printing

Digital Printing

Specialty Printing (UV, Embossing, etc.)
Packaging

Finishing

Direct Mail

Fulfillment

Distribution

Program Management

Retrievable Asset Management
{Online file sharing and storage)

Color Management System
E-Commerce

Design

Flexo, Jet, and Litho Printing

Special Envelope Sizes

Special Window Configurations
Designs for High-speed Insertion Equipment
Storage and Distribution

E-Commerce

Consuitative Sales Force

Branded Products for Distributors
Security Printing

Direct Mail

Reseiler Education and Training
Vertical Market Program Management
Finishing

Bar Coding and Numbering

Digital Asset Storage

Content Services

o Ad and Asset Management

o Composition and Page Layout

o Copyediting

o Data Conversion

o Digital Publications

o Manuscript and Production Tracking
0 XML Coding

Full-Service Print Production Services
o Finishing

o Reprints

Distribution Solutions

o Back-Copy and Fulfillment Services
o Digital Rights Management
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board of directors

ROBERT G. BURTON, SR. (1)
Chairman of the Board and
Chief Executive Officer of Cenveo

PATRICE M. DANIELS (1.2. 3, 9)
Senior Vice President

Corporate Lending

of GE Commercial Finance

DR. MARK J. GRIFFIN (2, 3,49)
Headmaster and Founder
of the Eagle Hill School

ROBERT B. OBERNIER (3, 3, 4}

Chairman and Chief Executive Officer

of Horizon Paper Company

LEONARD C. GREEN (1,3,4)
President of the Green Group

ROBERT T. KITTEL (1,2, 4)

Partner of Goodwood Inc.

il
THOMAS W. OLIVA
President of Cenveo

Board of Committees:

(1) Executive Committee

(2} Nominating & Governance Committee
(3} Compensation Committee

4y Audit Committee
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For a comparison of the performance of our stock over the past five years
to Standard & Poor’s 500 index and Standard & Poor's 1500 Commercial
Printing Index, please see the Company’s Proxy Statement dated March
30, 2007 under the section "Comparison of Five Year Cumulative Total

Return,” which is incorporated by reference into this annual report.

The Company has filed with the New York Stock Exchange (NYSE) the
Certification of its Chief Executive Officer confirming that the Company has

complied with the NYSE corporate governance listing standards.

Financials
Selected Financial Data

Management Discussion and Analysis

Report of Independent Registered Public Accounting Firm

Consclidated Financial Statements
Management's Report on Internal Control Over Financial Reporting

Shareholder Information
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Selected Financial Data

The following consolidated selected financial data has been derived from, and should be read in conjunction with,
the refated consolidated financial statements, either elsewhere in this report or in reparts we have previously filed with
the Securities and Exchange Commission.

Years Ended December 31,

{in thousands, except per share data) 2006 2005 2004 2003 2002
Net sales $1,511,224 $1,584,781 %1,597.652 $1,531,486 $1,601,529
Restructuring, impairment and

other charges (41,096) (77.,254) {5,407) (6,860) (87,393)
Operating income (loss) 66,679 (26,310) 37,428 47,798 (43,098)
Loss on early extinguishment of debt (32,744) — {17,748) — (16,463)
Loss from continuing aperations (21,825) {148,101} {44,708) {17,884) (91,810)
Income from discontinued cperations,

net of taxes 140,480 13,049 25,000 23,356 1,454%
Cumulative effect of change in

accounting principle — — — (322} {111,748)
Net income ({oss) 118,655 {135,052} {19,708) 5,150 (202,104)®
Basic and diluted loss per share

from continuing operatians (0.41) (2.96) (0.94) {0.38) {1.93)
Basic and diluted income per share from

discontinued operations 2.64 0.26 0.53 0.49 0.03
Basic and diluted income (loss) per share 2.23 2.70) (0.41) 0.1 (4.24)
Total assets 1,001,950 1,079,564 1,174,747 1,111,446 1,107,367
Total long-term debt, including

current maturities 675,295 812 136 769,769 748,961 763,899

M Includes a $127.4 million gain on a disposal of discontinued operations, net of taxes of $8.5 million.
“Includes a $16.9 million loss on a disposal of discontinued cperations, net of taxes of $0.4 million.

Management'’s Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Discussion and Analysis of Financial Condition and Results of Operations of Cenveo, Inc., which
we refer to as Cenveo, and its subsidiaries should be read in conjunction with our consclidated financial statements
included elsewhere herein.

Cautionary Statements

Certain statements in this report may constitute "forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. Forward-looking statements generally can be identified by the use
of terminology such as "may,” “will,” “expect,” "intend,” "estimate,” "anticipate,” “plan,” "foresee,” “believe” or
“continue” and similar expressions, or as other statements that do not relate solely to historical facts. These statements
are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict.
Management believes these statements to be reasonable when made. However, actual outcomes and results may differ
materially from what is expressed or forecasted in these forward-looking statements. As a result, these statements
speak only as of the date they were made. We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise. In view of such uncertainties, investors
should not place undue reliance on our forward-looking statements.

Such forward-loaking statements involve known and unknown risks, including, but not limited to, changes in
general economic, business and labor conditions.

noe "o won [T won [T
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Management's Discussion and Analysis of Financial Condition and Results of Operations
{continued}

Introduction and Executive Qverview

We are a leading provider of print and visual communications, with one-stop services from design through
fulfillment. Our broad portfolio of services and products include commercial printing, ervelopes, labels, packaging, and
business documents, delivered through a network of 46 production, fulfillment and distribution facilities throughout
North America. We operate in twa complementary segments: Envelopes, Forms and Labels and Commercial Printing.

Envelopes, Forms and Labels. Our envelopes, forms and labels segment specializes in the manufacturing and
printing of customized envelopes for billing and remittance and direct mail advertising. This segment also produces
business forms and labels, custom and stock envelopes and mailers generally sold to third-party dealers such as print
distributors, office products suppliers, office-products retail chains and the U.S. retail pharmacy market.

Commercial Printing. Our commercial printing segment is in the business of designing, manufacturing and
distributing printed products that include advertising literature, corporate identity materials, financial printing, calendars,
greeting cards, brand marketing materials, catalogs, maps, CD packaging and direct mail.

Business Strategy. The key elements of our strategy are:

 Take actions to improve the quality and accountability of our management and employees. Qur senior management
team has extensive experience in the printing industry and in turning around underperforming businesses, We
also realigned our employee compensation and performance incentives with shareholder objectives.

» Implement cost savings programs such as the consclidation of our purchasing activities and manufacturing
platform, corporate and field human resources reductions, streamiining information technology infrastructure
and eliminating all discretionary spending. Since 2005, we reduced headcount by approximately 2,800 employees
and consalidated 11 manufacturing facilities. We believe that these programs, once fully implemented by the end
of 2007, will eliminate at least $100 million in annual costs. We continue to evaluate our business platform as we
review acquisition opportunities.

* Assess our operations with a view toward eliminating operations that are not aligned with our core domestic
operations or are underperforming. For example, on March 31, 2006, we sold our Canadian envelope operations,
Supremex, Inc., which we refer to as Supremex, and certain other assets to the Supremex Income Fund, which
we refer to as the Fund, a Canadian open-ended trust. In addition, in 2006 and 2005, we sold three and six
operations, respectively, that were small and not strategic tc us, and closed three facilities in both years that were
underperforming. We continue to evaluate the sale or closure of facilities that no longer meet our strategic goals
or performance targets.

e Continucusly review acquisition opportunities and pursue acguisitions to diversify our product offerings and
increase our economies of scale, which we believe will favorably impact our margins and profitability. We focus on
opportunities that permit us to expand our product and service offerings ar achieve operating efficiencies such as
increased utilization of our assets. In July 2006, we acquired Rx Technology Corporation, which we refer to as Rx
Technology, a leading manufacturer of prescription drug labels to supplement our existing label platform. During
2006, we fully integrated Rx Technology into our envelopes, forms and labels segment. On February 12, 2007,
we acquired PC Ink Corp., which we refer to as Printegra, a leading producer of printed business communication
documents, labels and envelopes regularly used by small and large businesses. With the acguisition of Printegra,
we have increased our offering of product to our existing base of custemers, by including short run documents,
fabels, and envelope products. At the same time, customers of Printegra are now able to access our broad
offering of products and services. In December 2006, we entered into a definitive merger agreement with Cadmus
Communications Corporation, which we refer to as Cadmus. We believe that when fully integrated, the addition
of Cadmus will create significant benefits for us. We expect to realize significant economies of scale resulting
from increased volume of business and we believe that this will enable us to purchase raw materials, primarily
paper and ink and other supplies, on more favorable terms and ensure better availability of these materials in tight
markets. The purchase of Cadmus is subject to customary closing cenditions that include, among other things,
approval from Cadmus shareholders and closing of our required financing. We expect the purchase of Cadmus to
close in March 2007, subject to the above dosing conditions.
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* Reduce outstanding debt and related interest expense. As of December 31, 2006, we reduced cur tatal outstanding
debt by $136.8 million as compared to December 31, 2005. We accomplished this by using a significant amount
of the $212 million of proceeds from the sale of Supremex and certain other assets to pay down the entire
outstanding balance of the senior secured credit facility, and another credit facility and from our debt refinancing
in June 2006. In June 2006, we entered into a new credit facility agreement that provides for $525 million of
senicr secured credit facilities consisting of a $200 million, six-year revolving credit facility and a $325 million
seven-year term loan facility, which we refer to as the Credit Facilities. Proceeds from the Credit Facilities and
other available cash were used to fund the tender offer and extinguish approximately $339.5 million in aggregate
principal amount of the 9%% Senior Notes due 2012 or 97% of the outstanding amount, and to retire our
existing senior secured credit facility (which had no amounts outstanding). The Cadmus and Printegra acquisitions
are expected to increase our revenue, earnings and cash flow along with our asset base; however, they will also
increase our debt levels. The Printegra acquisition was financed using our revolving credit facility. The Cadmus
acquisition is expected to be financed through an increase of our term loan, additional revolving credit facility
borrowing, and the assumption of some Cadmus debt, offset in part by our cash on hand, which will include
$67 million of estimated net proceeds from the sale of our remaining units in the Fund. See Liquidity and Capital
Resources pelow.

» Partner with key suppliers to improve our pricing, payment terms, and inventory management, as well as to
ensure a stable source of supply.

Consolidated Operating Results

Management's Discussion and Analysis of Financial Condition and Results of Operations includes an overview of our
consolidated results for 2006, 2005 and 2004 followed by a discussion of the results of each of our business segments
for the same period. Beginning in the fourth quarter of 2006, Supremex and certain other assets have been accounted
for as a discontinued operation resulting in our historical consolidated statements of operations and statements of cash
flows being reclassified to reflect such discontinued operations separately from continuing operations. See Note 3 tc the
consolidated financial statements included in this Annuat Report. In addition, the Cadmus and Printegra acquisitions are
expected to increase our revenue, earnings and cash flow in 2007.

In 20056, we continued to encounter competitive pricing pressures that result from excess capacity in the industry
in concert with declining or weak volume growth in many of our markets. Ir addition, the cost of paper, film and other
raw materials for our products has increased. To compete effectively in an environment of excess capacity and rising
costs, we are focused on improving productivity and creating operating leverage by reducing our costs. In 2006, we sold
three small non-core printing operations, closed three printing operations and consolidated six envelope plants and two
printing operaticns. In 2005, we sold three small non-core printing operations, two envelope facilities and a mailing
supplies business and closed three printing operations and consclidated two business forms plants and one envelope
plant. These conselidation activities have assisted us in becoming more efficient at operating our plants at higher levels
of utilization. We also continue to redeploy our assets throughout our manufacturing platform to reduce future capital
expencitures. As a resuit of these cost-cutting initiatives, we expect our margins to continue to improve in 2007,

A summary of our consolidated statement of cperations is presented below. The summary presents reported net
sales and operating income (loss). See Segment Operations below for a summary of net sales and operating income
{loss) of our operating segments that we use internally to assess our operating performance. Division net sales exclude
sales of divested operations, and division operating income (loss) excludes unallocated corporate expenses, restructuring,
impairment and other charges and the results of divested operations. Qur fiscal year ends on the Saturday closest to
the last day of the calendar year, and as a result, 2004 was a 53-week year. Because our business tends to be slower
during the holiday season, we do not believe the 53rd week had a significant impact, unless otherwise noted, on the
comparability of our results in 2004 with 2005, which was a 52-week year. See Note 1 to the consolidated financial
statements included in this Annual Report.
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Years Ended December 31,

{in thousands, except per share amount) 2006 2005 2004
Division net sales $1,501,869 $1,551,008 $1,522,026
Divested operations 9,355 43,773 75,626
Net sales $1,511,224 $1,594,781  $1,587,652
Division cperating income $ 140,914 3 69717 3 62287
Corporate expenses (31,764) (19,118 {19,657
Restructuring, impairment and other charges (41,096) (77,254) (5,407)
Divested operations {1,375) 345 205
Operating income (loss) 66,679 {26,310) 37,428
Loss on sale of non-strategic businesses (2,035) (4,479) —
Interest expense, net (60,980) (73,821) (73,208)
Loss on early extinguishment of debt (32,744) — {17,748)
Other {income} expense, net 78 (1,143) (2,459)
Loss before income taxes (29,002) {105,753) {55,987)
Income tax benefit {(expense) 7177 (42.348) 11,279
Less from continuing operatians (21,825) {148,101) {44,708)
Income from discontinued operations, net of taxes 140,480 13,049 25,000
Net income (loss) $ 118,655 $(135052) % {19.708)
Income (loss) per share—basic and diluted:
Continuing operations S {0.41) ) (296 % (0.94)
Discontinued operations 2.64 0.26 0.53
Net income {loss) $ 2.23 i (2.700 3§ (0.41)

Net Sales

Net sales decreased $83.6 million in 2006 as compared to 2005, primarily due 1o lower sales of $96.9 million from
our commercial printing segment, partially offset by an increase in sales of $13.3 million from our envelopes, forms
and labels segment. Net sales decrezsed $2.9 million in 2005 as compared to 2004 due to lower sales of $15.7 million
for our commercial printing segment, offset in part by sales growth of $12.8 million for cur envelopes, forms and
labels segment. See Segment Cperations on page 23 for a more detailed discussion of the primary factors for cur net

sales changes for our segments.
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Operating Income

Qperating income increased $93.0 million in 2006 as compared to 2005. This increase was primarily due to the
positive results of implementing our cost savings programs throughout our business and decreased restructuring and
impairment charges of $36.2 million, partially offset by an increase in corporate expenses of $12.6 million. Qur cost
savings programs, once fully implemented, are estimated to eliminate at least $100 million in annual cosis by the end
of 2007. Operating income decreased $63.7 million in 2005 as compared to 2004. This decline was primarily due to
the significant restructuring, impairment and other charges incurred in 2005. See Segment Operations on page 23 for
a more detailed discussion of the primary factors for our operating income changes for our segments.

Corporate Expenses. Corporate expenses include the costs of our corporate headquarters. Corporate expenses
were higher in 2006 as compared to 2005, primarily due to certain back-office functions being assurmed by the
corporate office in Stamford, Connecticut, and from increased compensatian expense, including the expense recorded
under Statement of Financial Accounting Standards No. 123{R), Share-Based Payment. See Note 12 to the consolidated
financial statements included in this Annual Report. Corporate expenses were fairly consistent in 2005 as compared to
2004,

Restructuring, mpairment and Other Charges. Since September 2005, we have implemented significant cost
savings programs including the consolidation of purchasing activities, the rationalization of our manufacturing
platiorm, corporate and field human resources reductions, implementation of company-wide purchasing initiatives and
streamlining information technology infrastructure. See Note 11 to the consclidated financial statements included in this
Annual Report. As of December 31, 20086, our total restructuring liability was $7.6 million.

2006. During 2006, we incurred $41.1 million of restructuring and impairment charges, which included $19.9 million
of employee separation costs, $3.6 million of asset impairments, net, equipment moving expenses of $6.4 miilion, fease
termination costs of $4.0 million and building clean-up and other expenses of $7.2 million. We anticipate restructuring
and impairment charges to decrease significantly in 2007.

2005. During 2005, we incurred $77.3 million of restructuring, impairment and other charges, which included $26.4
million for employee separation costs, $26.3 million for asset impairments, $5.7 million for lease termination costs and
other exit costs of $2.2 million and $16.7 million of other charges primarily related to a special meeting of shareholders
and the accelerated vesting of equity awards resulting from the change in the makeup of the board of directors.

2004. During 2004, we incurred $5.4 million of restructuring and impairment charges, which inciuded $2.6 million
for asset impairments, $1.1 million for lease termination costs, $0.7 mitlion for employee separation costs, $0.3 million for
equipment moving expenses and $0.7 million for building clean-up and other expenses.

Loss on Sale of Non-Strategic Businesses. During 2006, we sold three small non-strategic businesses and recognized
losses on those sales of $2.0 million. During 2005, we scld six small non-strategic businesses and recognized losses on
those sales of $4.5 million.
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Interest Expense. Interest expense decreased approximately $12.8 million to $61.0 millicn in 2006 from $73.8
million in 2005, primarily due to lower average debit balances outstanding. Interest expense during 2006 reflects
average outstanding debt of $721.5 million and a weighted average interest rate of approximately 8.1%, compared
to the average outstanding debt of $820.9 million and a weighted average interest rate of 8.3% during 2005. As a
result of the Printegra acguisition in February 2007 and the Cadmus acquisition which is expected to close in March
2007, interest expense will increase in 2007 as compared to 2006. See Long-term Debt below and Note 9 to the
consolidated financial statements included in this Annual Report.

Interest expense increased $0.6 million in 2005 to $73.8 million from $73.2 million in 2004, due primarily to higher
underlying market interest rates on which our floating rate debt was based, offset in part by cne less week of interest
expense in 2005. In 2005, interest expense reflected average outstanding debt of $820.9 million during the year and
a weighted average interest rate of 8.3%, compared to average outstanding debt of $811.4 million and a weighted
average interest rate of 8.2% for 2004,

Loss from the Early Extinguishment of Debt. In June 2006, we incurred a $32.7 million loss on early extinguishment
of debt related to our debt refinancing. The loss from early extinguishment of debt in 2004 included the premiurn paid
of $13.5 million to redeem our 8%% notes and the write-off of the unamortized debt issuance costs of $4.2 million
for these notes. See Long-term Debt below and Note 9 to the consolidated financial statements included in this
Annual Report.

Income Taxes

(in thousands) 2006 2005 2004
Income tax {benefit) expense for UU.S. cperations $(7,457) $41,992 $(12.302)
Income tax expense for foreign operations 280 356 1,023
Income tax (benefit) expense $(7,177) $42 348 $(11,279)
Effective income tax rate {24.7)% 40.0% (20.11%

In 2006, we had an income tax benefit of $7.2 miflion, which included $0.2 million of taxes on cur Canadian
operations, $3.2 million of taxes relating to the deconsalidation of our U.S. income tax group, $0.4 million of state and
local taxes and the recognition of deferred tax assets of $11.0 million. During 2006, we provided income taxes for our
Canadian operations at an effective rate of approximately 34%.

We assess the recoverability of our deferred tax assets and, based upon this assessment, record a valuation allowance
against the deferred tax assets to the extent recoverability does not satisfy the “more likely than not” recognition criteria
in Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes, which we refer to as SFAS 109.
We considered our recent operating results and anticipated 2007 taxable income in assessing the need for our valuation
allowance. As a result, in the fourth quarter of 2006, we adjusted our valuation allowance to reflect the realizability
of deferred tax assets. For 2006, we decreased the valuation allowance by approximately $59.4 million, primarily as a
result of utilizing our net operating loss carryforwards principally against the gain on sale of Supremex and certain other
assets, which is reflected in discontinued operations. As of December 31, 2006, the total valuation allowance on aur
net U.5. deferred tax assets was $54.5 million.

Our income tax expense in 2005 on the loss from continuing operations before income taxes results pnmarily
from establishing valuation allowances on our net U.S. deferred tax assets and the tax expense recorded for foreign
operations that generated taxable income, During 2005, we increased our valuation allowance by $87.1 million as a
result of continuing operating losses from our U.S. operations. As a result, our total valuation allowance on our net U.S.
deferred tax assets was $113.9 million as of December 31, 2005. Our income tax benefit in 2004 reflects a benefit from
continuing operations net of an increase to cur valuation allowance of $20.3 million.
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Income from Discounted Operations, Net of Taxes. Discontinued operations primarily represents the revenues
and expenses of Supremex and certain other assets sold to the Fund on March 31, 2006 and does not include an
allocation of interest expense on our debt. The 2006 results include the gain on the sale of Supremex and certain
other assets of $127.4 million, net of taxes of $8.5 millicn. In 2006, the results of the discontinued operations are for
the period from January 1, 2006 to March 31, 20086, the date of the sale, and include equity income from April 1,
2006 through December 31, 2006 pertaining to our retained interest. See Notes 3, 13, 15 and 20 to the consolidated
financial statements included in this Annual Report.

In June 2004, we collected $2.¢ million of an unsecured note receivable from the sale of our extrusion coating and
laminating business segment of American Business Products, Inc. in 2000, which was fully reserved for at the time of
sale. The proceeds of $2.0 million, net of tax of $0.8 million, were recorded as a gain on sale of discontinued operations
in 2004,

Segment Operations

Our Chief Executive Officer monitors the performance of the ongoing operations of our two operating segments.
We assess performance based on division net sales and division operating income {loss). The summarnes of sales and
operating income (loss) of our two segments have been presented ta show each segment without the sales of divested
operations and to show the cperating income {loss) of each segment without the results of divested operations and
excluding restructuring, impairment and other charges. Sales and operating income {loss) of operations divested and
restructuring, impairment and other charges are included in the tables below to reconcile segment sales and operating
income (loss) reported in Note 18 to the consolidated financial statements included in this Annual Report to division net
sales and division operating income on which our segments are evaluated.

Envelopes, Forms and Labels

{in thousands) 2006 2005 2004
Segment net sales $780,696 $767,403 $754,609
Divested operations - {8,502) {21.141)
Division net sales $780,696 $758,901 $733.468
Segment operating income $ 85,877 $ 51,830 $ 54,150
Restructuring and impairment charges 18,336 12,540 1,164
Divested operations — 341 (230)
Division operating income $104,213 $ 64,711 % 55084
Division operating income margin 13.3% 8.5% 7.5%

Division Net Sales
Division net sales for envelopes, forms and labels segment increased $21.8 millicn, or 2.9%, in 2006 as compared
to 2005. The significant factors contributing to this increase in 2006 were:

* Sales of label products increased $20.2 million, primarily as a result of our acquisition of Rx Technology in July
of 2006.

* Sales of envelopes and other products to the office products retail customers increased approximately $8.3
million, which was primarily due to increased unit volume.

» Sales of business forms, envelopes and labels to our distributor channel declined approximately $7.0 million,
primarily due to the decline in our traditional documents business as a result of customers’ improved
capabilities to print high guality documents on their own, due to the closure of tweo of our plants in the
second half of 2005, and due to the decision not to retain certain low margin business.
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Division net sales of the segment increased $25.4 million, or 3.5%, in 2005 as compared to 2004, The significant
factors contributing to this increase in 2005 were:

* Sales for domestic envelopes increased $28.3 million. This was primarily due to an increase in sales to our
direct mail customers and from higher prices for envelopes due to higher paper prices.

* Our strategy to strengthen our position with our office products retail superstores increased sales by $5.9
million.

¢ The above increases were offset in part by a $7.2 million decrease in sales of our traditional business
documents. Demand for these products has been decreasing for several years as a result of customers
acquiring technelogy that ne longer requires continuous, multi-part forms. To address market conditions we
closed two of our plants that produce these products in 2005.

Division Operating income

Division operating income of the envelopes, forms and labels segment increased $39.5 million, or 61.0%, in
2006 as compared to 2005, This increase was primarily due to improved margins and lower selling, general and
administrative expenses. Margins improved approximately $28.6 million, primarily due to increased sales and reduced
manufacturing costs. Plant consolidations and other cost reduction programs also contributed to reduce selling, general
and administrative expenses by approximately $10.9 million.

Division operating income of the segment increased $9.6 million, or 17.5%, in 2005 as compared to 2004. This
improvement was primarily due to higher sales and lower selling, general and administrative expenses. Higher sales in
2005 contributed approximately $4.5 million and savings frem programs implemented to reduce selling, general and
administrative expenses were approximately $6.7 million. These increases were offset in part by higher rebates and
distribution expenses to our office products customers of $2.3 million, which resutted from higher sales.

Commercial Printing

(in thousands) 2006 2005 2004
Segment net sales $ 730,528 $827,378 $8432,043
Divested operations (9,355} (35,271) (54,485)
Division net sales $721,173 $792,107 $788,558
Segment operating income (loss) $ 13,766 $(30,675) $ 4,184
Restructuring and impairment charges 21,560 36,367 2,994
Divested operations 1,375 (686} 25
Division operating income $ 36,701 $ 5006 § 7,203
Division operating income margin 5.1% 0.6% 0.9%

Division Net Sales

Division net sales of the commercial printing segment declined $70.9 million, or 9.0%, in 2006 as compared to
2005. This decline was due primarily to the loss of sales from eight plants that we closed in 2006 and in 2005.

Division net sales of the segment increased $3.5 million, or 0.5%, in 2005 as compared to 2004. This sales increase
primarily resulted from operaticns that we acquired in 2004 of $11.3 million. This increase was partially offset by lower
net saies in the Atlanta market of $8.6 million, which was primarily due to the closure of our two printing operations in
Atlanta in the fourth quarier of 2005.
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Division Operating Incaome

Division operating income of the commercial printing segment increased $31.7 million, or 633.1%, in 2006 as
compared to 2005. This increase was primarily due to improved margins of $6.1 million and lower selling, general and
administrative expenses of $17.3 million frem our ongoing printing operations, and net cost savings of $7.7 million from
plants that we closed. At our ongoing printing operations, margins improved primarily due to increased sales, reduced
manufacturing costs and from significantly reducing the cost structure of this segment through headcount reductions
and lowering expenses.

Division operating income of the segment declined $2.2 million, or 30.5%, in 2005 as compared to 2004,
Reductions in selling, general and administrative expenses of $7.7 million in 2005 were more than offset by the impact
of lower sales and underperforming results at certain plants. Plants that were closed or sold in 2005 and 2006 had iower
operating income of $8.9 million in 2005 as compared to 2004,

Liquidity and Capital Resources

Net Cash Provided by (Used in) Continuing Operating Activities, Net cash provided by cantinuing operating activities
was $20.7 million in 2006, which was primarily due to net income adjusted for non-cash iterns of $67.4 million, offset in
part by the increase in our working capital of $44.0 million. The increase in our working capital primarily resulted from
the timing of payments to our vendors and interest payments on our debt, increased accounts receivable due to strong
December 2006 sales, and lower accrued compensation and other current liabilities primarily resulting from headcount
reductions.

Net cash used in continuing operating activities was $64.0 million in 2005. This was primarily due to an increase in
our working capital of $50.5 million, primarily resuiting from the payment of accounts payable and the net toss adjusted
for non cash items of $15.8 million.

Net Cash Provided by Discontinued Operating Activities. Represents the net cash provided from the operations of
Supremex and certain other assets sold.

Net Cash Provided by {Used in) Investing Activities. Net cash provided by investing activities was $151.6 million in
2006, primarily reflecting cash proceeds fraom the sale of Supremex of $211.5 million and from the sale of property, plant
and equipment of $11.5 million, which was partially offset by the acquisition cost of Rx Technology of $49.4 million and
capital expenditures of $20.6 million.

Net cash used in investing activities was $26.0 million in 2005, primarily reflecting capital expenditures of $30.8
million and $3.6 million for the purchase of the assets of a business and deferred payments of $4.1 million related to
acquisitions in 2004 and 2002, offset in part by proceeds from the divestitures of non-core operations of $8.4 million
and from the sale of property, plant and equipment of $3.8 million.

Net Cash (Used in) Provided by Financing Activities, Net cash used in financing activities was $165.4 million in 2006,
primarily resulting from: (I} the repayment of $123.9 miltion of our senior secured credit facility and another credit facility
of $13.1 million with proceeds fram the sale of Supremex and certain other assets, {ll) the repayment of $339.5 million
of our 9%% senior notes and the payment of $26.1 million of redemption premiums and expenses and $3.8 million of
debt issuance costs in connection with our debt refinancing, which were offset in part by the proceeds from issuance
of our term loan of $325 million, see “Debt Refinancing™ below and (Il net borrowings under our new revolving credit
facility of $15.5 million. Qur acquisition of Rx Technolegy was funded through borrowings under our new revolving
credit facility.

Net cash provided by financing activities was 3$64.6 million in 2005, primarily due to net borrowings of debt of
$42.4 million and $22.4 million of proceeds from the exercise of stock options.
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Contractual Obligations and Commitments. The following table detaifs our significant contractual obligations and
commitments as of December 31, 2006 (in thousands);

Other Purchase
Long-Term Operating Long-Term Commitments

Payments Due Debt™ Leases Obligations' and Other? Total

2007 $ 58,264 $ 27,972 $12,378 $10,138 § 108,752
2008 55,374 19,208 8,460 — 83,042
2009 54,922 13,282 11,762 — 79,966
2090 54,470 8,254 3,091 — 65,775
2091 54,071 4,891 1,948 — £0,910
Thereafter 733,852 9,074 18,171 — 761,057
Total 41,010,953 $ 82 681 355 770 $10,138 $1,159,542

M Includes estimated interest expense over the term of long-term debt.

@ Incdludes interest expense on lease terminations, which represents the difference between the net present value of the remaining
lease payments and the contractual cash payments.

@ Purchase commitments and other consists primarily of payments for equipment, obligations for required pension contributions
and incentive payments 1o customers.

Long-term Debt. Our total outstanding long-term debt, including current maturities, was $675.3 million at December
31, 2006, a decrease of $136.8 million from December 31, 2005. This decrease was primarily due to the repayment
of all amounts outstanding under our senior secured credit facility and another credit facility primarily with proceeds
received from the sale of Supremex and from our debt refinancing in June 2006 (see Debt Refinancing below), offset
in part by an increase in our new revolving credit facility which was used to fund the Rx Technclogy acguisition in July
2006. See Note 2 to the consolidated financial statements included in this Annual Report. As of December 31, 2008,
approximately 82% of our outstanding debt was subject to fixed interest rates. See Note 9 te the consolidated financial
statements included in this Annual Report. As of February 12, 2007, we had $80 million outstanding under our new
revolving credit facility, of which approximately $78 million was used to fund the acguisition of Printegra.

On June 23, 2006, we completed a tender offer and consent solicitation, which we refer to as the Tender Offer, for
any and all of our 9%% Senior Notes due 2012 and extinguished approximately $339.5 million in aggregate principal
amount (approximately 37% of the outstanding amount) that were tendered and accepted for purchase under the
terms cf the Tender Offer.

On June 21, 2006, we entered into a credit agreement that provides for $525 million of senior secured credit
facilities with a syndicate of lenders, which we refer to as the Credit Facilities. The Credit Facilities consist of a $200
mitlion six-year revolving credit facility, which we refer to as the Revolving Credit Facility, and a $325 million seven-
year term loan facility, which we refer to as the Term Loan. The Credit Facilities contain customary financial covenants,
including maintenance of a maximum consolidated leverage ratic and a minimum consolidated interest coverage ratio.
Borrowing rates under the Credit Facilities are determined at our option at the time of each borrowing and are based on
the London Interbank Offered Rate, LIBOR, or the prime rate publicly announced from time 1o time, in each case plus a
specified interest rate margin. The Credit Facilities are secured by substantially all of our assets. We used proceeds from
the Credit Facilities and other available cash to fund the Tender Offer, to retire our existing senior secured credit facility
due 2008 (which had no amounts outstanding), and for $3.8 million of debt issuance costs.

During June 2006, we entered into interest rate swap agreements to hedge interest rate exposure for $220 million
notional amount of our floating rate debt. This hedge of the interest rate risk was designated and documented at
inception as a cash flow hedge. These interest rate swap agreements provide a fixed interest rate on $220 million
notional amount of cur floating rate debt.

As of December 31, 2006, we had outstanding letters of credit and surety bonds of approximately $28.6 million
related to performance and payment guarantees. In addition, we had an outstanding letter of credit of $0.8 million
issued in support of other debt. Based on our experience with these arrangements, we do not believe that any obligations
that may arise will be significant.
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Our current credit ratings are as follows:

Senior
Corporate Credit Senior Subordinated
Rating Agency Rating Facilities Notes Notes Last Update
Standard & Poor's B+ B+ NR B- February 2007
Moody’s B1 Ba3 B2 B3 February 2007

In connection with Cenveo’s December 2006 agreement to acquire Cadmus for approximately $440 million, and
the subsequent acquisition of Printegra, the rating agencies identified above affirmed the corporate rating of Cenveo in
February 2007. Additionally, Moody's and S&P assigned ratings of Ba3 and B+, respectively, to the Credit Facilities that
will be used to finance the Cadmus acquisition.

The terms of our existing debt do not have any rating triggers that impact our funding. We are currently engaged
in obtaning debt financing, the terms of which are still to be finalized, that will augment cash on hand and proceeds
from the sale of our remaining units in the Fund which will be used to finance the acquisition of Cadmus. We do not
believe that our current ratings will impact our ability to raise the additional capital needed to fund the acquisition.

We expect that internally generated cash flow following the consummation of the Cadmus acquisition and the
financing available under our Credit Facilities will be sufficient to fund our working capital needs and long-term growth;
however, this cannot be assured.

As of December 31, 2006, we were in compliance with all covenants under our cebt agreements.

On February 12, 2007, we completed the acquisition of all of the common stock of Printegra for approximately
378 millicn in cash, which was funded through our revolving credit facility. Printegra generates annual revenues of
approximately $90 million and operates thirteen strategically located facilities in the U.S. Printegra produces printed
business communication documents, including laser cut sheets, envelopes, business forms, security documents, and
labels, which are reguiariy consumed by small and large businesses.

On December 26, 2006, Cenveo and Cadmus, signed a definitive merger agreement whereby Cenveo will acquire
100% of the outstanding stock of Cadmus for $24.75 per share. Cadmus is a provider of end-to-end integrated graphic
communications services to professional publishers, not-for-profit societies and corporations as well as a leading provider
of specialty packaging and related marketing materials for corporations. The acquisition of Cadmus will be financed
with additional term loan facilities, incremental borrowings on our existing revelving credit facility, assumption of some
of Cadmus’ existing debt and cash on hand, which will include the proceeds from the sale of our remaining units in
the Fund. Cn February 22, 2007, we agreed to sell our remaining units in the Fund and expect to receive net estimated
proceeds of $67 million in March 2007. Our existing Credit Facilities will be amended in conjunction with the Cadmus
acquisition and the related financing. We expect to close the Cadmus acquisition in March 2007, pending Cadmus
shareholder approval, The acquisition of Cadmus will make Cenveo the third largest diversified printing company in
North America, which will allow us to offer our respective customers a broader set of products and services in attractive
niche markets.

In December 2005, we amended cur $300 miltion senior secured credit facility at no cost to us, reducing borrowing
spreads to the underlying market rates and lowering associated facility fees. The amendment also lowered the borrowing
availability amount that would irigger the fixed charge coverage ratio covenant.

In 2005, a group of shareholders called for a special meeting of shareholders to elect a new board of directors.
On September 9, 2005, the shareholder group and the board of directors of Cenveo reached an agreement pursuant
to which the then current board of directors approved a reconstituted board of directors and simultaneously a new
Chairman and Chief Executive Cfficer was appointed effective September 12, 2005. In light of the then current board
of director’s approval of the successor members of the board, the transition did not constitute a change of control under
our debt agreements.

As of December 31, 2005, we had outstanding letters of credit and surety bonds of approximately $28.7 million
related to performance and payment guarantees. In addition, we had an outstanding letter of credit of $0.9 million
issued in support of other debt.
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Management's Discussion and Analysis of Financial Condition and Results of Operations
{continued)

Off-Balance Sheet Arrangements. It is not our business practice to enter into off-balance sheet arrangements.
Accordingly, as of December 31, 2006 and 2005, we do not have any off-balance sheet arrangemenis.

Guarantees. In conjunction with the sale of the prime label business in May 2002, we guarantee a lease obligation
that expires in April 2008. At December 31, 2006, the contingent hability under the guarantee was $3.5 million. We
have not made, nor do we expect to make, any payments under this guarantee.

In connection with the disposition of certain operations, we have indemnified the purchasers for certain contingencies
as of the date of disposition. We have accrued the estimated probahle cost of these contingencies.

Critical Accounting Estimates

The preparation of our consclidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires us to make estimates and assumptions in applying our critical accounting
policies that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities
at the date of the consolidated financial statements and the reported amount of revenues and expenses during the
reporting period. We evaluate these estimates and assumptions on an ongoing basis based on histerical experience and
on various ather factors which we believe are reascnable under the circumstances.

We believe that the following represent our more critical estimates and assumptions used in the preparation of aur
consolidated financial statements:

Allowance for Losses on Accounts Receivable. We maintain a valuation allowance based on the expected collectibility
of cur accounts receivable, which requires a considerable amount of judgment in assessing the current creditworthiness
of customers and related aging of past due balances. As of December 31, 2006 and 2005, the allowance provided
for potentially uncollectible accounts receivable was $4.8 million and $5 .2 million, respectively. Charges for bad debts
recorded to the statement of operations were $4.3 millicn in 2006, $3.4 million in 2005 and $3.2 million in 2004. We
cannot guarantee that our current credit losses will be consistent with those in the past. These estimates may prove to
be inaccurate, in which case we may have overstated cor understated the allowance for losses required for uncollectible
accounts receivable,

Provision for Impairment of Long-Lived Assets. We evaluaie long-lived assets, including property, plant and
equipment and intangible assets other than goodwill, for impairment whenever events or changes in circumstances
indicate that the carrying amounts of specific assets or group of assets may not be recoverable. When an evaluation is
required, we estimate the future undiscounted cash flows associated with the specific asset or group of assets. If the
cost of the asset or group of assets cannot be recovered by these undiscounted cash flows, an impairment charge would
be recorded. Our estimates of future cash flows are based on our experience and internal business plans. Qur internal
business plans require judgments regarding future economic conditions, product demand and pricing. During 20086,
2005 and 2004, in connection with our restructuring program, we recorded impairment charges, net on long-lived
assets of $3.6 milion, $26.3 million and $2.6 million, respectively. See Note 11 to the consolidated financial staterments
included in this Annual Report. Although we believe our estimates are appropriate, significant differences in the actual
perfarmance of an asset or group of assets may materially affect our evaluation of the recoverability of the asset values
currently recorded. Additional impairment charges may be necessary in future years.

Provision for Impairment of Gaodwill. We evaluate the carrying value of our gocdwill in the fourth quarter each year
and whenever events or circumstances make it more likely than nct that an impairment may have occurred. Determining
whether an impairment has occurred requires the valuation of each of our reporting units, which we estimate using
either discounted cash flows or comparative market multiples. In preparing projected future cash flows, we use our
judgment in projecting the profitability of our reporting units, their growth in future years, investment and working
capital requirements and the selection of an appropriate discount rate. In our comparisons to market multiples of other
similar companies, we use judgment in the selection of the companies included in the analysis. We currently believe
there is no impairment of our goodwill; however, if cur estimates of the valuations of our reporting units prave to be
inaccurate, an impairment charge could be necessary in future years.

Self-Insurance Reserves. We are self-insured for the majority of our workers’ compensation costs and group
health insurance costs, subject to specific retention levels. We rely on claims experience and the advice of consulting
actuaries and administrators in determining an adequate liability for self-insurance claims. Our self-insurance workers’
compensation liability is estimated based on reserves for claims that are established by a third-party administrator.
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The estimate of these reserves is increased to reflect the estimated future development of the claims. Our liability for
workers' compensation claims is the estimated total cost of the claims on a fully-developed basis discounted based
on anticipated payment patterns. As of December 31, 2006, the undiscounted liability was $13.0 million and the
discounted liability was $11.1 million using a 4% discount rate. Workers’ compensation expense incurred in 2006, 2005
and 2004 was $5.3 million, $6.0 million and $7.2 million, respectively, and were based on actuarial estimates.

Our self-insured healthcare liability represents our estimate of claims that have been incurred but not reported as
of December 31, 2006. We rely on claims experience and the advice of consulting actuaries to determine an adequate
liability for self-insured plans. This liability was $4.2 million and $5.1 million as of December 31, 2006 and 2005,
respectively, and was estimated based on an analysis of actuarial completion factors that estimated incurred but
unreported liabilities derived from the historical claims experience. Our liability as of December 31, 2006 decreased
from the prior year, primarily due to the significant reduction in our workforce, The estimate of our liability for employee
healthcare represents approximately 45 days of unreported claims.

While we believe that the estimates of our self-insurance liabilities are reasonable, significant differences in our
experience or a significant change in any of our assumptions could materially affect the amount of workers’ compensation
and healthcare expenses we have recorded.

Accounting for Income Taxes. We are required to estimate our income taxes in each jurisdiction in which we operate
which includes the U.S. and Canada. This process involves estimating our actual current tax exposure, together with
assessing temporary differences resulting from differing treatment of items for tax and financial reporting purposes. The
tax effects of these temporary differences are recorded as deferred tax assets or deferred tax liabilities. Deferred tax assets
generally represent items that can be used as a tax deduction or credit in our tax return in future years for which we have
already recorded an expense in our consolidated financial statements. Deferred tax liabilities generally represent tax items
that have been deducted for tax purposes, but have not yet been recorded as an expense in our censolidated financial
statements. As of December 31, 2006, we had net deferred tax assets of $11.7 million from our U.S. operations. As of
December 31, 2006 and 2005, we had foreign net deferred tax liabilities of $4.4 million and $10.0 million, respectively.

We assess the recoverability of our deferred tax assets and, to the extent recoverability does not satisfy the “more
likely than not” recognition criteria under SFAS 109, record a valuation allowance against the deferred tax assets. We
record valuation allowances to reduce our deferred tax assets to an amount that is more likely than not to be realized.
We considered our recent aperating results and anticipated 2007 taxable income in assessing the need for our valuation
allowance. As a result, in the fourth quarter of 2006, we adjusted our valuation allowance to reflect the realizability
of deferred tax assets. For 2006, we decreased our valuation allowance by approximately $59.4 million, primarily as a
result of utilizing our net operating loss carryforwards principally against the gain on sale of Supremex and certain other
assets, which is reflected in discontinued operations. During 2005, due to insufficient positive evidence substantiating
recoverability, we increased our valuation allowance against our deferred tax assets to $113.9 million. This resulted from
new management determining that it would no longer implement prior identified tax planning strategies. Accordingly,
in 2005, we increased the valuation allowance by $87.1 million, which included $7.1 million relating to the tax benefit
from stock-based compensation.

The remaining portion of our valuation allowance will be maintained until there is sufficient positive evidence 1o
conclude that it is more likely than not that our remaining deferred tax assets will be realized. When sufficient positive
evidence occurs, our income tax expense will be reduced to the extent we decrease the amount of our valuation
allowance. The increase or reversal of all or a portion of our tax valuation allowance could have a significant negative or
paositive impact on future earnings. Any reversal of the valuation allowance reiated to stock-based compensation will be
reflected as a compenent of shareholders’ equity and will not affect the future effective income tax rate.

Our policy is to establish a tax contingency liability for potential tax issues. A tax contingency liability is based on our
estimate of whether it is probable additional taxes will be due in the future. As of December 31, 2006 and 2005, we
had future tax contingency liabilites of $12.6 million and $9.5 million, respectively, recorded in other liabilities on our
consolidated balance sheets.

New Accounting Pronouncements
We are required to adopt certain new accounting pronouncements. See Note 1 to the consolidated financial
statements included in this Annual Report.
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Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks such as changes in interest and foreign currency exchange rates, which may
adversely affect our resuits of operations and financial position. Risks from interest rate fluctuations and changes in
foreign currency exchange rates are managed through normal operating and financing activities. We do not utilize
derivatives for speculative purposes.

Exposure to market risk from changes in interest rates relates primarily to our variable rate debt obligations. The
interest rate on this debt is the London Interbank Offered Rate, LIBOR, plus a margin. At December 31, 2006, we
had variable rate debt outstanding of $120.4 million. A 1% Increase in LIBOR on debt cutstanding subject tc variable
interest rates would increase our annual interest expense and reduce our net income by approximately $1.2 million.

We have operations in Canada, and thus are exposed to market risk for changes in foreign currency exchange rates
of the Canadian dollar. For the year ended December 31, 2006, a uniform 10% strengthening of the U.S. dollar relative
to the Canadian dollar weuld have resulted in a decrease in sales and operating income of approximately $10.2 million
and $1.1 million, respectively. The effects of foreign currency exchange rates on future results would also be impacted
by changes in sales levels or local currency prices.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Cenveo, Inc.

We have audited the accompanying consolidated balance sheets of Cenveo, Inc. and subsidiaries as of December
31, 2006 and 2005, and the related consolidated statements of operations, changes in shareholders’ equity (deficit)
and cash flows for each of the three years in the period ended December 31, 2006. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supperting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as welf as avaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for cur opinion.

In our opinicn, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Cenveo, Inc. and subsidiaries at December 31, 2006 and 2005, and the consolidated results of their
operations and their cash flows for each of the three years in the period ended December 31, 2006, in conformity with
U.S. generally accepted accounting principles.

As discussed in Notes 1, 12 and 13 to the consolidated financial statements, effective January 1, 2006, the Company
adopted Statements of Financial Accounting Standards No. 123(R), “Share-Based Payment”, and No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans an amendment of FASB Statements No. 87, 88,
106, and 132(R).”

We also have audited, in accardance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of Cenveo, Inc.'s internal control over financial reporting as of December 31, 2006, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated February 28, 2007 expressed an unqualified opinion thereon.

Sant ¥ MLLP

ERNST & YOUNG LLP
Stamford, Connecticut
February 28, 2007
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Consolidated Balance Sheets

December 31,

{in thousands, except par values} 2006 2005
Assets
Current assets:
Cash and cash equivalents $ 10,558 3 1,035
Accounts receivable, net 230,098 247277
Inventories 92,406 108,704
Assets held for sale 51,966 —
Prepaid and other current assets 41,413 25,767
Jotal current assets 426,441 382,783
Property, plant and equipment, net 251,103 317,606
Goodwill 258,136 311,146
Other intangible assets, net 31,985 23,961
Other assets, net 34,285 44 068
Total assets $1,001,950  $1,0/9,564
Liabilities and Shareholders’ Equity {Deficit)
Current liabilities:
Current maturities of long-term debt $ 7513 % 2,791
Accounts payable 116,067 124,901
Accrued compensation and related liahilities 40,242 53,765
Qther current liabilities 63,609 79,051
Total current liabilities 227,431 260,508
Long-term debt 667,782 209,345
Deferred income taxes 4,356 10,045
Other liabilities 40,640 49,216
Commitments and contingencies
Shareholders’ equity (deficit):
Preferred stock, $0.0% par value; 25 shares authorized, none issued — —
Common stock, $0.01 par value; 100,000 shares authorized, 53,515 and 53,025
shares issued and outstanding as of December 31, 2006 and 2005, respectively 535 530
Paid-in capital 244,894 239,432
Retained deficit {186,436) (305,091}
Unearned compensation — {1,825)
Accumulated other comprehensive income 2,748 17,404
Total shareholders’ equity {deficit) 61,741 (48,550)
Total liabilities and shareholders’ equity (deficit} $1,001,950 $1,079,564

See notes to consolidated financial statements.
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Years Ended December 31,

{in thousands, except per share data) 2006 2005 2004
Net sales $1,511,224 $1,594,781 $1,597,652
Cost of sales 1,208,500 1,319,850 1,313,275
Selling, general and administrative 189,476 218,740 236,161
Amortization of intangible assets 5473 5147 5,381
Restructuring, impairment and other charges 41,096 77.254 5,407

Operating income (loss) 66,679 (26,310} 37,428
Loss on sale of non-strategic businesses 2,035 4,479 —
Interest expense, net 60,980 73,821 73,208
Loss from the early extinguishment of debt 32,744 — 17,748
Other {income) expense, net (78) 1,143 2,459

Loss from continuing operations before income taxes (29,002) {105,753} (55,987)
Income tax {benefit) expense (7.177) 42348 (11,279

Loss from continuing operations (21,825) (148,101} (44,708)
Income from discontinued operations, net of taxes 140,480 13,049 25,000

Net income (loss)

§ 118,655 $ (01350520 3 (19.708)

income (lass) per share—basic and diluted:
Continuing operations

$  (0.41) 5 (29 § (094

Discontinued operations 2.64 0.26 0.53
Net income (loss) 5 2.23 3 {270 % {0.41)
Weighted average shares—hasic and diluted 53,288 50,038 47,750

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Years Ended December 31,

{in thousands) 2006 2005 2004
Cash flows from operating activities:
Net income {loss) $ 118,655 ${135,052) $(19,708)
Adjustments ta reconcile net income (loss) to net cash provided by operating activities:
Gain on sale of discontinued operaticns, net of taxes (127,438) — {1,230)
Income from discontinued operations, net of taxes (13,042) {13,049 (23,770)
Depreciation 35,220 43,101 44 148
Amaortization of other intangible assets 5,473 5,147 5,381
Amortization of deferred financing costs 1,728 3,603 4,578
Deferred income taxes (10,881) 35,665 (12,657)
Non-cash restruciuring, impairment and other charges, net 10,346 32,010 3,228
Loss on early extinguishment of debt 32,744 — 17,748
Loss on sale of non-strategic businesses 2,035 4,479 —
Provisions for bad debts 4,345 3427 3,196
Provisions for inventory obsolescence 1,900 2,936 1,127
Deferred compensation provision 5,954 2,505 718
Loss (gain) on disposal of assets 379 (55%) 670
Changes in operating assets and liabilities, excluding the effects of acquired businesses:
Accounts receivable (6,508) 341 (27,383)
Inventories 2,212 (139) (18,124)
Accounts payable and accrued compensation and related liabilities {15,905) {59,386) 33,203
Other working capital changes (23,790) 8,652 (2,648)
Other, net (2,688) 2,312 3,620
Net cash provided by (used in) continuing operating activities 20,739 (64,003) 12,097
Net cash provided by discontinued operating activities 2,617 25,330 25,894
Cash flows from investing activities:
Cost of business acquisitions, net of cash acquired (49,425) {3,552} (9,92¢)
Capital expenditures (19,930} (28,154) (26,240)
Acquisition payments (4,653) {4,053} (3,248}
Proceeds from divestitures, net 3,189 8,377 2,000
Proceeds from sale of property, plant and eguipment 11,475 3,795 2,949
Net cash used in investing activities of continuing operations (59,344} (23,586) {34,465)
Proceeds from the sale of discontinued operaticns 211,529 — —
Proceeds from the sale of property, plant and equipment of discontinued operations — 211 63
Capital expenditures for discontinued operations (632) {2,603} {1,195)
Net cash provided by (used in} investing activities of discontinued operations 210,897 (2,382) (1,132)
Net cash provided by {used n) investing activities 151,553 {25,978) (35,587)
Cash flows from financing activities:
Repayment of 9 5/8% senior notes (339,502) — —
(Repayments) borrowings under senior secured revolving credit facility, net {123,931) 45 490 5,131
Repayments of term loan {813) — —
Repayments of other long-term debt (13,085) (3,123) (304,323)
Payment of redemption premiums and expenses (26,142) — (13,528)
Payment of debt issuance costs (3,770) — (9,077)
Purchase and retirement of commaon stock and cancellation of RSUs (1,786) (187) —
Proceeds from issuance of term loan 325,000 — —
Borrowings under new revolving credit facility, net 15,500 — —
Proceeds from issuance of long-term debt — — 320,000
Proceeds from exercise of stock options 1,956 22,433 48
Proceeds from excess tax benefit from stock based compensation 1,168 — —
Net cash (used in) provided by financing activities {165,415) 64,613 {1,749}
Effect of exchange rate changes on cash and cash equivalents of continuing operations 14 107 (16}
Effect of exchange rate changes on cash and cash equivalents of discontinued operations 15 170 (140)
Net increase in cash and cash equivalents 9,523 239 489
Cash and cash equivalents at beginning of year 1,035 798 307
Cash and cash equivalents at end of year $ 10,558 $ 1,035 $ 796

See notes to consolidated financial staternents.
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Consolidated Statements of Changes in Shareholders’ Equity (Deficit)

Accumulated Total
Other Shareholders’
Common  Paid-In Retained Deferred Comprehensive Equity
{in thousands) Stock Capital {Deficit) Compensation Income (Loss) {Deficit)
Balance at December 31, 2003 $484  $213,850 $(150,331) ${1,714) $ 5,730 % 68,019
Comprehensive income (loss):
Net Ioss (19,708) (19,708}
Other comprehensive income (loss):
Pension liability adjustment,
net of tax benefit of $1,186 (1,892} (1.892)
Currency translation adjustment 10,169 10,169
Other comprehensive income 8277
Total comprehensive loss (11,431)
Issuance of restricted shares 3 1,004 (1,007) —
Exercise of stock options 48 48
Amortization of deferred compensation 718 718
Balance at December 31, 2004 487 214,902 (170,039} {2,003) 14,007 57,354
Comprehensive income (loss):
Net loss (135,052} (135,052}
Cther comprehensive income {loss):
Pension liability adjustment,
net of tax benefit of $743 (1,187) {1,187}
Currency transiation adjustment 4,584 4,584
Other comprehensive income 3,397
Total comprehensive loss {131,655)
Cancellation of restricted shares (4) {1,993) 795 (1,202)
Issuance of restricted shares 5 4,030 (4,035) —
Exercise of stock options 42 22,391 22,433
Purchase and retirement of common stock (187) {187)
Amortization of deferred compensation
and restricted stock units 289 3,418 3,707
Balance at December 31, 2005 530 239,432 (305,091) (1,825) 17,404 (49,550)
Comprehensive income (loss):
Net income 118,655 118,655
Other comprehensive income (loss):
Pension liability adjustment,
net of tax expense of $429 6,326 6,326
Unrealized loss on cash flow hedges (2,992) (2,992)
Currency translation adjustment (3,603) (3,603}
Reclassifications to earnings on sale
of discontinued operations:
Currency translation adjustment {14,387) (14,387)
Other comprehensive loss {14,656}
Total comprehensive income 103,999
Reversal of unamortized deferred
compensation on adoption of SFAS 123(R) {1,825) 1,825 —_
Exercise of stock options S 1,951 1,956
Purchase and retirement of commaon stock
and cancellation of RSUs (1.786) (1.786)
Amortization of stock based compensation 5,954 5,954
Excess tax benefit from stock based
compensation 1,168 1,168
Balance at December 31, 2006 $535 $244894  $(186,436) $ -— $ 2,748 $ 61,741

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

Basis of Presentation. Cenveo, Inc. and subsidiaries (collectively, the “Company” or “Cenveo”) are engaged in
the printing and manufacturing of envelopes, business forms and labels and commercial printing. The Company is
headqguartered in Stamford, Connecticut, is organized under Colorado law, and its common stock is traded on the New
York Stock Exchange under the symbol “CVQ",

The Company’s reporting periods for 2006, 2005 and 2004 in this report consist of 52, 52, and 53-week periods,
respectively, ending on the Saturday closest to the last day of the calendar month and ended on December 30, 2006,
December 31, 2005, and January 1, 2005, respectively. The accompanying consolidated financial statements are
presented as ending on December 31, since the effect of reporting periods not ending on that date are not material.

The consolidated financial statements include the accounts of Cenveo, inc. and its whelly-owned subsidiaries. All
intercompany transactions have been eliminated. On March 31, 2006, the Company sold to Supremex Income Fund,
a new open-ended trust formed under the laws of the Pravince of Quebec (the “Fund”), all of the shares of Supremex
Inc. ("Supremex”), a Canadian subsidiary of the Company, and certain other assets of the envelopes, forms and labels
segment. Beginning in the fourth quarter of 2006, the financial results of Supremex and the other assets sold have been
accounted for as a discontinued cperation resulting in the Company's historical consclidated statements of operations
and statements of cash flows being reclassified to reflect such discontinued operations separately from continuing
operations (Notes 3, 13, 15 and 20).

Use of Estimates. The preparation of financiat statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting periods. Estimates and assumptions are used for, but not limited to,
establishing the allowance for doubtful accounts, inventary obsolescence, depreciation and amortization lives, asset
impairment evaluations, tax assets and liabiiities, self-insurance accruals and other contingencies. Actual results could
differ from estimates.

Cash and Cash Equivalents. Cash and cash equivalents include cash on deposit and highly liquid investments
with original maturities of three months or less. Cash and cash equivalents are stated at cost, which approximates fair
value,

Accounts Receivable. Accounts receivable are recorded at invoiced amounts. As of December 31, 2006 and 2005,
accounts receivable were reduced by an allowance for doubtful accounts of $4.8 million and $5.2 million, respectively.

Inventories. Inventories are stated at the lower of cost or market, with cost determined on a first-in, first-out or
average cost basis. Cost includes materials, labor and overhead related to the purchase and production of inventories,
As of December 31, 2006 and 2005, inventory was reduced by an allowance for obsolescence of $4.9 million and $5.9
million, respectively.

Property, Plant and Equipment. Property, plant and equipment are stated at cost. When assets are retired or
otherwise disposed of, the related costs and accumulated depreciation are removed from the accounts and any resulting
gain or loss is reflected in operations. Expenditures for repairs and maintenance are charged to expense as incurred, and
expenditures that increase the capacity, efficiency or useful lives of existing assets are capitalized.

Depreciation is provided using the straight-line methed based cn the estimated useful lives of 15 to 45 years for
buildings and building improvements, 10 to 15 years for machinery and equipment and three to 10 years for furniture
and fixtures.

Computer Software. The Company develops and purchases software for internal use. Software developmeni costs
incurred during the application development stage are capitalized. Once the software has been installed and tested
and is ready for use, additional costs incurred in connection with the software are expensed as incurred. Capitalized
computer software costs are amortized over the estimated useful life of the software, usually between three and seven
years. Net computer software costs included in property, plant and equipment were $7.9 million and $10.1 million as
of December 31, 2006 and 2005, respectively.
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Notes to Consolidated Financial Statements
(continued)

Debt Issuance Costs. Direct expenses such as legal, accounting and underwriting fees incurred to issue or extend
debt, are included in other assets, net in the consolidated balance sheets. Debt issuance costs were $8.4 million and
$13.0 million as of December 31, 2006 and 2005, respectively, net of accumulated amortization, and are amortized
over the term of the related debt as interest expense. In June of 2006, the Company refinanced certain of its long-term
debt and wrote off approximately $6.6 million of debt issuance costs associated with the debt retired and capitalized
$3.8 million of costs related to the Company’s new debt (Note 9). Interest expense includes $1.7 million, $3.6 millon
and $4.6 million of debt issuance costs amortized in 2006, 2005 and 2004, respectively.

Goodwilt and Other Intangible Assets. Goodwill represents the excess of acquisition costs over the fair value of net
assets of businesses acquired. Goodwill is reviewed annually in the fourth quarter to determine if there is impairment, or
more frequently if an indication of passible impairment exists. No impairment charges for geodwill or cther intangible
assets were recorded in 2006, 2005 or 2004,

Other intangible assets primarily arise from the purchase price allocations of businesses acquired and are based on
independent appraisals or internal estimates. Intangible assets with determinable lives are amortized on a straight-tine
bhasis over the estimated useful life assigned to these assets. Intangible assets that are expected to generate cash flows
indefinitely are not amortized, but are evaluated for impairment similar to goodwill.

Long-Lived Assets. Long-lived assets, including property, plant and equipment, and intangible assets with
determinable lives, are evaluated for impairment whenever events or changes in circumstances indicate that the carrying
value of the assets may not be fully recoverable. An impairment is assessed if the undiscounted expected future cash
flows derived from an asset are less than its carrying amount. Impairment losses are recognized for the amount by which
the carrying value of an asset exceeds its fair value. The estimated useful lives of all long-lived assets are periodically
reviewed and revised if necessary.

Self-Insurance. The Company is self-insured for the majority of its workers’ compensation costs and group health
insurance costs, subject to specific retention levels. The Company recards its liability for workers’ compensation claims
on a fully-developed basis. The Company’s liability for health insurance claims includes an estimate for claims incurred
but not reported.

Revenue Recognition. The Company recognizes revenue when persuasive evidence of an arrangement exists, product
delivery has occurred or services have been rendered, pricing is fixed or determinable, and collection is reasonably
assured.

Since a significant portion of the Company's products are customer specific, it is common for customers to inspect
the quality of the product at the Company's facility prior to its shipment. Products shipped are not subject to contractual
right of return provisions.

The Company has rebate agreements with certain customers. These rebates are recorded as reductions of sales and
are accrued using sales data and rebate percentages specific to each customer agreement. Accrued customer rebates
are included in other current liabilities in the consolidated balance sheets (Note 8).

Freight Costs. The costs of delivering finished goods to customers are recorded as freight costs and included n cost
of sales. Freight costs that are included in the price of the product are included in net sales.

Advertising Costs. All advertising costs are expensed as incurred. Advertising costs were $2.6 millien, $4.0 million
and $5.2 million in 2006, 2005 and 2004, respectively.

Foreign Currency Translation. Assets and liabilities of subsidiaries operating outside the United States with a functicnal
currency other than the U.S. dollar are translated at year-end exchange rates. The effects of translation are included as
a component of accumulated other comprehensive income in shareholders’ equity {deficit) in the consolidated balance
sheet. Income and expense items are translated at the average monthly rate. Foreign currency transaction gans and
losses are recorded in income.

Stock-Based Compensation. Effective January 1, 2006, the Company adopted the Financial Accounting Standards
Board (“FASB") Statement of Financial Accounting Standard (“SFAS™) No. 123 {revised 2004), Share-Based Payment
{"SFAS 123(R}"), which revised SFAS No. 123, "Accounting for Stock-Based Compensation” (“SFAS 123"). As a result,
the Company now measures the cost of employee services received in exchange for an award of equity instruments
based on the fair value of the award at the date of grant rather than its intrinsic value, the method the Company
previously used (Note 12).
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Notes to Consolidated Financial Statements
(continued)

Income Taxes. Deferred income taxes reflect the future tax effect of temporary differences between the carrying
amount of assets and liabilities for financial and income tax reporting and are measured by applying statutory tax rates
in effect for the year during which the differences are expected to reverse. Deferred tax assets are reduced by a valuation
allowance to the extent it is more likely than not that the deferred tax assets will not be realized (Note 10).

In addition, the Company’s policy is to establish tax contingency liabilities for potential tax issues. The tax contingency
liabilities are based on our estimate of the probabie amount of additional taxes that may be due in the future. Any
additional taxes due would be determined only upon completion of current and future federal, state and international
tax audits. At December 31, 2006 and 2005, the Company had $12.6 million and $9.5 million, respectively, of tax
contingency liabilities included in other liabilities in the consolidated balance sheets.

New Accounting Pronouncements. Effective January 1, 2006, the Company adopted SFAS No. 154, Accounting
Changes and Error Corrections, {”SFAS 154"). SFAS 154 replaces Accounting Principles Board Opinion No. 20, Accounting
Changes, and SFAS No. 3, Reporting Accounting Changes in interim Financial Statements, and changes the requirements
for the accounting for and reporting of a change in accounting principle. SFAS 154 applies to all voluntary changes
in accounting principles and to changes required by an accounting pronouncement in the unusual case when specific
transition provisions are not provided by the accounting pronouncement. SFAS 154 requires retrospective application to
prior periods’ financial statermnents for a change in accounting principle, unless it is impracticable to determine either the
pericd-specific effects or the cumulative effect of the change. Under SFAS 154, a change in the method of applying an
accounting principle would also be considered a change in accounting principle. The adoption of SFAS 154 did not have
any immediate effect on the Company's consolidated financial position or resuits of operations, except for the adoption
of SFAS 123(R), which provides specific transition provisions.

In September 2006, the FASB issued SFAS No. 158, Employers’ Acceunting for Defined Benefit Pension and Other
Postretirement Plans—An Amendment of FASB Statements No. 87, 88, 106 and 132(R} {“SFAS 158") {Note 13}.

In June 2006, the FASB issued FIN No. 48, Accounting for Uncertainty in Income Taxes (an interpretation of FASB
Statement No. 109) (“FIN 48"}, which was effective for the Company on lanuary 1, 2007. FIN 48 was issued to clarify
the accounting for uncertainty in income taxes recognized in the financial statements by prescribing a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken
or expected to be taken in a tax return. The Company is currently evaluating the potential impact that this interpretation
will have on its consalidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157"). SFAS 157 defines fair
value and establishes a framework for measuring fair vatue in generally accepted accounting principles, and expands
disclosures about fair value measurement. SFAS 157 is effective for the Company beginning on January 1, 2008. The
Company is currently evaluating the potential impact SFAS 157 will have on its consolidated financial statements.

2. Acquisitions

Acquisitions are accounted for under the purchase method of accounting; accordingly, the assets and liabilities of
the acquired businesses have been recorded at estimated fair value at the date acquired with the excess of the purchase
price over the estimated fair value recorded as goodwill (Note 20).

On July 12, 2006, the Company completed the acquisition of all of the commaon stock of Rx Label Technology
Corporation, with annual sales of approximately $35 million. This new subsidiary of the Company operates under the
name Rx Technology Corporation (“Rx Technology”). Rx Technelogy specializes in providing pharmacies with labels used
to dispense prescription drugs to consumers. The aggregate purchase price paid for Rx Technology by the Company was
approximately $49.4 million, which included $0.6 million of fees and expenses. The fair values of property, plant and

equipment and other intangible assets were determined in accordance with independent appraisals. The Rx Technology
acquisition has preliminarily resulted in $29.1 million of goodwill, of which approximately $8.9 million is deductible
for income tax purposes. The other identifiable intangible assets determined by the independent appraisal were $12.9
million of customer relationships which is being amartized over their estimated weighted average useful life of 19 years
and $0.6 million of patent technology which is being amortized over six years (Note 7). Rx Technalogy's operations are
included within the Company’s envelopes, forms and labels segment results.
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In May 2005, the Company purchased the assets of Digidel, Inc., a provider of pre-press services to commercial
printing companies in Philadelphia, Pennsylvania with annual sales of approximately $3.C million. The purchase price was
$4.6 million ($3.6 million paid in 2005 and $1.0 million paid in 2006) of which $0.7 million was allocated to tangible
net assets, $0.3 million to intangible assets and $3.6 million to goodwill. The Company consolidated this operation with
its commercial printing plant in Philadelphia, Pennsylvania.

in July 2004, the Company purchased the stock of Valco Graphics Inc., a commercial printing company in Seattle,
Washington with annual sales of approximately $18.0 million. The purchase price was $9.6 million with $5.1 million
allocated to tangible net assets and $4.5 million allocated to goodwill. Valco Graphics Inc. was consolidated with the
Company's existing commercial printing plant in Seattle, Washington.

In August 2004, the Company purchased the assets of WWP Property Management, Inc., a commercial printing
company in San Francisco, California with annual sales of approximately $14.0 million. The purchase price was $2.8
million ($1.4 millian paid in each of 2004 and 2005} with $2.7 million allocated to tangible net assets and $0.1 million
allocated to goodwill. The Company has consclidated this operation with its existing commercial printing plant in San
Francisco, California.

The results of the acquired businesses have been included in the Company's consolidated results from their respective
acquisition dates. Pro forma results for 2006 and 2005, assuming the acquisitions had been made at the beginning
of the applicable period, have not been presented since they would nat be materially different from the Company’s
reported results.

3. Discontinued Operations

Supremex. On March 31, 2006, the Company sold to the Fund all of the shares of Supremex, which operated the
Company’s Canadian envelope operations, and certain other assets. At closing, the Company received cash proceeds of
approximately $119.4 million, net of transaction expenses and subject to the finalization of a warking capital adjustment,
and approximately 11.4 million units of the Fund (representing a 36.5% economic and voting interest in the Fund). The
March 31, 2006 sale resulted in a pre-tax gain of approximately $124.1 million in the first quarter of 2006, after the
allocation of $55.8 million of goodwill to the business as required by SFAS 142, Goodwill and Other Intangible Assets.
In addition, after closing, in April 2006 the Company received approximately (1) $71.4 million of proceeds relating to
the March 31, 2006 sale and recorded a pre-tax gain of approximately $1.4 million as a result of the Canadian dolfar
strengthening against the U.S. doltar, and (2) $20.7 million from the sale of 2.5 million units in the Fund relating to an
over-allotment option to the underwriters and recorded a pre-tax gain of approximately $9.3 million, which reduced the
Company’s econamic and voting interest in the Fund to 28.6%. The Company used a significant portion of the above
proceeds received 1o repay amounts outstanding under its senior secured credit facility on March 31, 2006 and to repay
another credit facility in April 2006.

In December 2006, the Company decided to sell its remaining units in the Fund prior to the end of the first quarter
of 2007 and determined it would not have any significant influence over its investment after the planned sale {(Note
20). Accordingly, the operating revenues and expenses of these assets through March 31, 2006 have been ciassified
as discontinued operations under SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets, for all
periods presented, beginning in the fourth quarter of 2006. Discontinued cperations also includes equity income of
$6.2 million related to the Company's retained investment in the Fund after the March 31, 2006 sale through December
31, 2006. From April 2006 through December 2006, the Company received $6.2 million of distributions from the Fund.
As a result of the finalization of the working capital adjustment in December 2006, the Company recorded an additional
pre-tax gain on the sale of $3.5 million and a reduction to the gain on sale of $2.7 million as a result of finalization of
2005 tax returns. As of December 31, 2006, the Company's investment in the Fund was $46.2 million, which is classified
in assets held for sale on the consolidated balance sheet.
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In 2006, the operating results of the discontinued operations are for the period from January 1, 2006 to March 31,
2006, the date of the sale, and includes equity income from April 1, 2006 through December 31, 2006. The following
table summarizes certain statement of operations data for discontinued operations:

{in thousands} 2006 2005 2004
Net sales $ 41,391 $154,600 $145,262
Operating income 8,838 34,208 35,306
Income tax expense (1.373) (19,948) (11,620}
Gain on sale of discontinued operations, net of taxes of $8,495 and

$770in 2006 and 2004, respectively 127,438 — 1,230
Income from discontinued operations, net of tax 140,480 13,049 25,000

Other. In June 2004, the Company collected $2.0 million of an unsecured note receivable from the sale of its
extrusion coating and laminating business segment of American Business Products, Inc. in 2000, which was fully reserved
at the time of the sale. The proceeds of $2.0 million, net of tax of $0.8 million, are recorded as a gain on disposal of
discontinued operations in 2004,

4. Other Divestitures

Ouring 2006, the Company sold three small non-strategic commercial printing businesses in Somerville,
Massachusetts, Bloomfield Hills, Michigan and Memphis, Tennessee for net proceeds of $3.2 million and recorded losses
on sale of non-strategic businesses of $2.0 million.

During 2005, the Caompany sold six small non-strategic businesses, including a fine papers business in Qntario,
Canada, a mailing supplies business in Dekalb, Ilinois, printing operations in Riviera Beach, Florida, Jacksonville, lllincis
and Osage Beach, Missouri and a jet printing operation in Vancouver, Canada for net proceeds of $8.4 million and
recorded losses on sale of non-strategic businesses of $4.5 miilion.

The following table summarizes the net sales and operating income (loss) of the businesses that were sold for the
years ended December 31:

{in_thousands) 2006 2005 2004
Net sales $ 9,355 $43,773 $75,62¢6
Operating income (1,375) 345 205

The dispositions of these non-strategic businesses have nct been accounted for as discontinued operations in
the consolidated financial statements, because either the Company has continuing involvement with these entities,
migration of cash flows to ather Cenveo locations has cccurred or the operations are not material.
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5. Inventories
Inventories by major category are as follows:

December 31,
{in thousands) 2006 2005
Raw materials $ 28,247 $ 32,586
Work in process 21,638 28,115
Finished goods 42,521 48,003
$ 92406 $ 108704
6. Property, Plant and Equipment
Property, plant and equipment (Note 11) are as follows:
December 31,
{in thousands) 2006 2005
Land and land improvements $ 13,562 $ 18,460
Buildings and improvements 80,740 108,229
Machinery and equipment 437,910 500,535
Furniture and fixiures 10,771 11,579
Construction in progress 6,974 14,532
549,957 653,335
Accumulated degreciation (298,854) (335,729)
$ 251,103 $ 317,606

7. Goodwill and Other Intangible Assets
The changes in the carrying amount of goodwill for 2006 and 2005 by reportable segment (Note 18) are as follows:

Envelopes, Forms Commercial

{in thousands) and Labels Printing Total

Balance as of December 31, 2004 $217,465 $91,473 $308,938
Acaquisitions — 2,725 2,725
Dispositions (1,127} (1,260) (2,387)
Foreign currency translation 1,700 170 1,870

Balance as of December 31, 2005 $218,038 $93,108 $311,146
Acquisitions 29,122 — 29,122
Dispositions {55,739) (747) (56,486)
Reclassified to assets held for sale {25,749) - (25,749)
Foreign currency translation — 103 103

Balance as of December 31, 2006 $165,672 $92 464 $258,136
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Other intangible assets are as follows:

December 31,
2006 2005
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
(in thousands) Amount Amortization Amount Amount Amortization _Amount
Intangible assets with determinable lives:
Customer relationship $29,906 $(13,001) $16,905 $17,006 $ (8,335) $ 8,670
Jrademarks and tradenames 14,551 (2.487) 12,064 14,5513 (2,092) 12,459
Patents 3,028 (1,218) 1,810 2,428 (1,004) 1,424
Non-compete agreements 1,640 (1,591) 49 2,415 (2,196) 215
Other 768 (331) 437 768 (299} 465
49,893 (18,628) 31,265 37,168 (13,927) 23,241
Intangible assets with indefinite lives:
Pollution Credits 720 — 720 720 — 720
Total $50.613 $(18,628) $31,985 $37,888 $(13.827) $23.961

As of December 31, 2006, the weighted average remaining amortization period for customer relationships was 13
years, trademnarks and tradenames was 33 years, patents was seven years and other was 27 years.

Total pre-tax amortization expense for the five years ending December 31, 2011 is estimated tc be as follows: $5.8
million, $1.4 million, $1.4 million, $1.4 million and $1.4 million, respectively.

8. Other Current Liabilities
Other current liabilities are as foliows:

December 31,

(in thousands) 2006 2005
Accrued customer rebates $ 19,135 $ 18,639
Accrued taxes 11,282 9,542
Accrued interest 5,267 16,003
Restructuring liabilities 4,521 7,964
Other accrued liabilities 23,404 26,803
$ 63,609 3 79,051

9. Long-Term Debt

Long-term debt is as follows:
December 31,

{in thousands) 2006 2005
Term Loan, due 2013 $324,188 3 —
7%:% Senior Subcrdinated Notes, due 2013 320,000 320,000
9% % Senior Notes, due 2012 10,498 350,000
Revolving Credit Facility, due 2012 15,500 —
Senior Secured Credit Facility — 123,931
Other 5,109 18,205
675,295 812,136
Less current maturities (7.513) (2,791}

Long-term debt $667,782 $809,345
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On June 23, 2006, the Company completed a tender offer and consent solicitation (the "Tender Offer”) for any and
all of its 9%% Senior Notes due 2012 and extinguished approximately $339.5 million in aggregate principal amount
(approximately 97% of the outstanding amount) that were tendered and accepted for purchase under the terms of the
Tender Offer. The Company may redeem the remaining outstanding 9%% Senior Notes, in whole or in part, on or after
March 15, 2007, at redemption prices from 104.8% to 100%, plus accrued and unpaid interest.

On June 21, 2006, the Company entered into a credit agreement that provides for $525 million of senior secured
credit facilities with a syndicate of lenders (the “Credit Facilities”). The Credit Facilities consist of a $200 miflion six-year
revolving credit facility (" Revolving Credit Facility”) and a $325 million seven-year term loan facility (“Term Loan”). The
Credit Facilities contain customary financial covenants, including maintenance of a maximum consolidated leverage
ratio and a minimum consolidated interest coverage ratio. Borrowing rates under the Credit Facilities are determined at
the Company’s option at the time of each borrowing and are based on the London Interbank Offered Rate ("LIBOR")
or the prime rate publicly announced from time to time, in each case plus a specified interest rate margin (see "Interest
Rate Swaps”). The Credit Facilities are secured by substantially all of the Company’s assets. Proceeds from the Credit
Facilities and other available cash were used to fund the Tender Offer, to retire the Company’s existing Senior Secured
Credit Facility due 2008 (which had no amounts outstanding), and for $3.8 million of debt issuance costs, which are
being amartized over the maturities of the Credit Facilities.

In connection with the debt refinancing in June 2006, the Company incurred a $32.7 million loss on early
extinguishment of debt related to the Tender Offer and the retirement of the Senior Secured Credit Facility, which
consisted of Tender Offer premiums of $25.2 million, the write-off of previously unamortized deferred financing costs
of $6.6 million and Tender Offer expenses of $0.9 million.

In January 2004, the Company issued $320 million of 7%4% senior subordinated notes due 2013 (“Senior
Subordinated Notes™). The interest on these notes is payable semi-annually. The Company may redeem these notes, in
whole or in part, on or after December 1, 2008, at redemption prices from 103.9% to 100%, plus accrued and unpaid
interest. The net proceeds from the sale of the Senior Subordinated Notes were used to fund the tender offer and
redemption of the Company's 8%:% senior subordinated note which were due to mature in 2008. The loss recorded on
the early extinguishment of the 8%% senior subordinated noies consisted of redemption premiums of $13.5 million
and unamortized debt issuance costs of $4.2 million. The debt issuance costs for the Senier Subordinated Notes of $7.2
mitlion are being amortized over the term of the notes.

The interest rate on other long-term debt was 8.6% and 8.1% at December 31, 2006 and 2005, respectively.

The aggregate annual maturities for long-term debt are as follows:

{in thousands)

2007 $ 7513
2008 4,082
2009 4,158
2010 4,243
2011 4,176
Thereafter 651,123

$675,295

Cash interest payments on long-term debt were $68.0 million in 2006, $68.9 million in 2005 and $67.4 million in 2004,

The estimated fair value of the Company’s long-term debt was $665.9 million and $828.4 million at December 31,
2006 and 2005, respectively.

The Credit Facilities contain certain restrictions that, among other things and with certain exceptions, limit the
ability of the Company to incur additional indebtedness, prepay subordinated debt, transfer assets outside of the
Company, pay dividends or repurchase shares of commeon stock. The Company is also required to comply with maximum
consolidated ieverage ratio and minimum consolidated interest coverage ratio financial covenants pertaining to the
Credit Facilities. As of December 31, 2006, the Company was in compliance with all debt agreements.
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Interest Rate Swaps. During June 2006, the Company entered into interest rate swap agreements to hedge interest
rate exposure for $220 million notional amount of floating rate debt. This hedge of interest rate risk was designated
and documented at inception as a cash flow hedge and is evaluated for effectiveness at least quarterly. Effectiveness of
this hedge is calculated by comparing the fair value of the derivative to a hypothetical derivative that would be a perfect
hedge of floating rate debt. There was no ineffectiveness fram this hedge through December 31, 2006. At December
31, 2006, the Company has recorded a liability of $2.8 million, which represents the decrease in the current fair value
of floating rate cash inflows that are less than the fixed cash outfiows over the remaining term of the hedges. The
decrease of cash inflows largely reflects the decrease in IBOR as of December 31, 2006, as compared to LIBOR at the
time that the Company entered into the swap agreements, The liability is included in other liabilities and the offsetting
amount is included in accumulated other comprehensive incame in the consolidated balance sheet as of December 31,
2006. The accounting for gains and losses associated with changes in the fair value of cash flow hedges and the effect
on the Company’s consolidated financial statements will depend on whether the hedge is highly effective in achieving
offsetting changes in fair value of cash flows of the liability hedged. As of December 31, 2006, the Company does not
anticipate reclassifying any ineffectiveness into its results of operations for the next twelve months.

Guarantees. In conjunction with the sale of the prime label business in 2002, the Company quarantees a lease
obfigation assumed by the buyer of this business. The guarantee requires the lessor to pursue collection and other
remedies against the buyer before demanding payment from the Company. The remaining payments under the lease
term, which expires in April 2008, are approximately $3.5 million. If the Company were required to honor its obligation
under the guarantee, any loss would be reduced by the amount generated from the liquidation of the equipment.

10. Income Taxes
Loss from continuing operations before income taxes for the years ended December 31, was as follows:

(in thousands) 2006 2005 2004
Domestic ${30,691) $4105,403) $(59,239)
Foreign 1,689 (350) 3,252

$ (29,002) $0105,753) $(55,987}
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Income tax {benefit) expense an loss from continuing operations for the years ended December 31, consisted of the
following:

{in thousands) 2006 2005 2004

Current tax expense (benefit):
Federal S 3,082 $ 5,839 $  43)
Foreign 247 595 965
State 375 249 456
3,704 6,683 1,378

Deferred {benefit) expense:

Federal (9,392) 31,853 {11,141)
Foreign 3z {239) 58
State (1,522) 4,051 {1,574)
(10,881) 35,665 (12,657}
Income tax (benefit) expense $ {7,177) $ 42,348 $(11,279)

A reconciliation of the expected tax (benefit) based on the federal statutory tax rate to the Company’s actual income
tax (benefit) expense for the years ended December 31, is summarized as follows:

{in thousands) 2006 2005 2004
Expected tax benefit at federal statutory income tax rate $(10,150) $(37.013) $(19,595)
State and local income tax benefit (1,015) (3,701 (1,960)
Change in valuation allowance 1.108 79,851 20,275
Change in contingency reserves — 2,073 (6,369)
Utilization of foreign tax credits, net — @n (4,718)
Non-U.S. tax rate differences (306) 524 (1,023)
Non-deductible expenses 868 709 970
Non-deductible investrment expense 1,248 254 313
Expiration of net cperating losses 565 516 —
Other 505 (874) 828

Income tax (benefit) expense $ (71772} $ 42 348 $(11,279)
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Deferred taxes are recorded to give recognition to temporary differences between the tax basis of assets and
liabilities and their reported amounts in the financial statements. The tax effects of these temporary differences are
recorded as deferred tax assets and deferred tax liabilities. Deferred tax assets generally represent items that can be used
as a tax deduction or credit in future years. Deferred tax liabilities generally represent items that have been deducted
for tax purposes, but have not yet been recorded in the consolidated statements of operations. Valuation allowances
are recorded to reduce deferred tax assets when it is not more likely than not that a tax benefit will be realized. The tax
effects of temporary differences that give rise to the deferred tax assets and deferred tax liabilities of the Company at
December 31, are as follows:

{in thousands) 2006 2005

Deferred tax assets:
Net operating loss carryforwards $ 72,830 $ 127,436
Capital loss carryforwards — 20,950
Compensation and benefit refated accruals 15,986 19,580
Foreign tax credit carryforwards 16,662 16,662
Alternative minimum tax credit carryforwards 9,180 4,650
Accounts receivable 1,288 1,858
Restructuring accruals 4,769 4,896
Gain cn discontinued operations 13,879 —
Other 7,996 4,185
Valuation allowance (54,482) {113,854)

Total deferred tax assets 88,108 26,363

Deferred tax liabilities:

Property, plant and equipment (48,697) (70,788)
Gocdwill and other intangible assets (26,954) (20,641)
Inventory {2,659) (2,372)
Other (2,425) {2,607)
Total deferred tax liabilities (80,735) (96,408)
Net deferred tax asset (liability) $ 7,373 $ (10,045)

The net deferred tax asset (liability) as of December 31, includes the following:

{in thousands) 2006 2005
Current defarred tax asset (included in other current assets) $ 4,070 $ —
Long-term deferred tax asset (included in other assets, net} 7,659 —
Long-term deferred tax liability . (4,356) {10,045}
Total $ 7,373 $ (10.045)

The Company has federal and state net operating loss carryforwards. The tax effect of these attributes was $72.8
mililon as of December 31, 2006, The Company utilized all of its capital loss carryforwards in 2006. Net operating loss
carryforwards of $189.2 million will expire in 2023 through 2025, foreign tax credit carryforwards of $16.7 million will
expire in 2012 through 2015 and alternative minimum tax credit carryiorwards of $9.2 million do not have an expiration
date.

The Company assesses the recoverability of its deferred tax assets and, to the extent recoverability does not satisfy
the “more likely than not” recognition criteria under SFAS 109, records a valuation allowance against its deferred tax
assets. The Company considered its recent operating results and anticipated 2007 taxable income in assessing the need
for its valuation allowance. As a result, in the fourth quarter of 2006, the Company adjusted its valuation allowance to
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reflect the realizability of deferred tax assets. In 2006, the Company decreased its valuation allowance by approximately
$59.4 million, primarily as a result of utilizing its net operating loss carryforwards, principally against the gain on sale of
Supremex and certain other assets, which is reflected in discontinued operations (Note 3).

During 2005, due ta insufficient positive evidence substantiating recoverability, the Company increased its valuation
allowance against its net U.S. deferred tax assets by $87.1 million, which included $7.1 million relating te the tax benefit
from stock-based compensation. This resulted from management determining that it would no longer implement prior
identified tax planning strategies.

During 2004, the Company increased its valuation allowance by $20.3 million. This increase resulted from the
Company’s belief that it would not be able to realize certain U.S. deferred tax assets through the reversal of taxable
temporary differences and the execution of available tax planning strategies given the net operating losses fram its U.S.
operations.

The remaining portion of the Company’s valuation allowance as of December 31, 2006 will he maintained until there
is sufficient positive evidence to conclude that it is more likely than not that the remaining deferred tax assets will be
realized. When sufficient positive evidence exists, the Company's income tax expense will be reduced by the decrease in
its valuation allowance. An increase or reversal of the Company’s valuation allowance could have a significant negative
or positive impact on the Company's future earnings. Any reversal of the valuation allowance related to stock-based
compensation will be reflected as paid-in capital and will not affect the Company's future effective income tax rate.

The Company establishes tax contingency liabilities for potential 1ax issues, which are based on estimates of whether
it is probable additional taxes will be due in the future. As of December 31, 2006 and 2005, the Company had tax
contingency liabilities of $12.6 million and $9.5 million, respectively, which were included in other liabilities on its
consolidated balance sheets. During 2004, the Internal Revenue Service {"IRS”) completed the examination of the
Company’s tax years 1996 through 2002. The outcome of the tax audit resulted in the issuance of a "no change” letter
by the IRS. As a result, the Company determined that tax contingency liabilities reserves of $6.4 million were no longer
necessary and released these reserves in 2004.

Net cash payments for income taxes were $2.7 million in 2006, $1.5 million in 2005 and $4.3 million in 2004.

11. Restructuring, Impairment and Other Charges

2006 Activity :

During 2006, the senior management team of Cenveo substantially completed the implementation of its cost
savings programs that it initiated in September 2005, including the consoclidation of the Company’s purchasing activities
and manufacturing platform, corporate and field human resources reductions, streamlining information technology
infrastructure and eliminating all discretionary spending. As a result of these actions in 2006, the Company reduced
headcount by approximately 900 employees, consolidated seven manufacturing facilities and closed three printing
operations in 2006.

Restructuring and impairment charges in 2006 are as follows:

Envelopes,

Forms and Commercial
(in thousands) Labels Printing Corporate Total
Employee separation costs $ 6,746 $11.663 $1,438 $19,847
Asset impairments, net of gains on sale 2,697 935 — 3,632
Equipment moving expenses 4,972 1,398 — 6,370
Lease termination expense (income), net : 2,187 2,104 (276) 4,015
Building clean-up and cther expenses 1,734 5.460 38 7,232

Total restructuring and impairment charges $18,336 $21.560 $1.200 441,096
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Envelopes, Forms and Labels. In 2006, the envelopes, forms and labels segment closed plants in Denver, Colorado,
Chestertown, Maryland, Kankakee, klinois, Phoenix, Arizona, Terre Haute, Indiana and Atlanta, Georgia and consolidated
their activities into other plants and closed an office location. As a result of these activities, the segment recorded
employee separation costs of $4.9 million related to workforce reductions, impairment charges of $1.8 million, net of
the gain on sale of a facility of $1.9 million, and equipment moving expenses of §4.2 million for the redeployment of
equipment. In addition, the segment recorded lease termination expenses of $2.2 million, representing the net present
value of costs that are not expected to be recovered over the remaining terms of three leased facilities no longer in use
and building clean-up and cther expenses of $1.3 million.

The segment incurred impairment charges of $0.9 million related to equipment taken out of service, equipment
moving expenses af $0.8 million for the redeployment of equipment, and building clean-up and ather expenses of $0.4
million related to locations closed in the fourth quarter of 2005.

The segment incurred employee separation costs of $1.8 million related to workforce reductions at other locations
relating to the Company’s cost savings programs.

Commeraial Printing. In 2006, the commercial printing segment closed plants in Denver, Colorado, Phoenix, Arizona,
Cambridge, Maryland, Glen Burnie, Maryland and Fenton, Missouri. As a result of these activities, the segment recorded
employee separation costs of $4.2 million related to workforce reductions, asset impairment charges of $1.8 miltion
related to equipment taken out of service at these locations, net of the gain on sale of a facility of $1.3 million,
equipmeni moving expenses of $1.1 million for the redeployment of equipment, lease termination expenses of $2.1
million representing the net present value of casts that are not expected to be recovered over the remaining terms of
three leased facilities no longer in use and building clean-up and other expenses of $3.3 millicn.

The segment incurred employee separation costs of $2.4 million related to workforce reductions, eguipment moving
expenses of $0.3 million, building clean-up and other expenses of $2.2 million, and a reduction of asset impairment
charges of $0.9 million, relating to changes in its estimate of assets to be taken out of service for three plants to be
closed or downsized in the fourth guarter of 2005.

The segment incurred employee separation costs of $5.1 million related to workfarce reductians at other locations
relating to the Company’s cost savings initiatives.

Corporate. The Company incurred employee separation costs of $1.4 million and recorded lease termination income
of $0.3 million resulting from adjusting its estimate of the net present value of the cost of the lease that is not expected
to be recavered over its remaining life, upon subleasing its former corporate headquarters.

2005 Activity

The following table and discussion present the details of the expenses recognized in 2005 as a result of new
senior management’s cost savings plan, as well as, restructuring expenses incurred as a result of programs initiated
by the Company prior to September 2005. As a result of these actions in 2005, the Company reduced headcount
by approximately 1,900 employees, consolidated three manufacturing facilities and closed three printing facilities. In
addition, the Company incurred charges during 2005 related to a special meeting of shareholders and the changes
made to the board of directors and management. These expenses are also included in the table and the discussion that
follow,
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Restructuring, impairment and other charges in 2005 were as follows:

Envelopes,

Forms and Commercial
{in thousands) Labels Printing Corporate Total
Employee separation costs $ 6,487 $ 9,348 $10,572 326,407
Asset impairments 5,066 20,340 853 26,259
Equipment maving expenses 338 454 — 792
Lease termination expenses 4 1,586 4,124 5,751
Multi-empioyer pension withdrawal expenses 541 409 — 950
Building clean-up and other expenses 67 313 — 380
Total restructuring charges 12,540 32,450 15,549 60,539
Qther_ charges — 3917 12,798 16,715

Total restructuring, impairment and other charges $12,540 $36,367 $28 347 477,254

Envelopes, Forms and Labels. The envelopes, forms and labels segment closed plants in Philadelphia, Pennsylvania,
Eugene, Oregon and Marshall, Texas. As a result of these plant closures, the segment recorded impairment charges of
$2.3 million for equipment taken out of service, employee separation costs of $0.9 million, a pension withdrawal liability
of $0.5 million and equipment moving expenses of $0.3 million to redeploy equipment.

For additional plant closures planned for 2006, the segment incurred $0.1 million in employee separation costs,
recorded impairment charges of $2.8 million related to equipment at these plants that it expected to take out of service
in 2006 and equipment moving expenses of $0.1 million.

The segment incurred employee separation costs of $5.5 million at other locations relating to the Company’s cost
savings programs.

Commercial Printing. The commercial printing segment completed the merger of its two plants in Seattle, Washington
and its two plants in San Francisco, California. The cost to complete these mergers was $0.3 million,

The segment closed two plants in Atlanta, Georgia and a plant in Waterbury, Connecticut and a small operation in
Phoerix, Arizona. The segment recorded impairment charges of $3.8 million for equipment taken out of service or sold
for less than its carrying value. Employee separation costs incurred for these four plant closures were $1.9 million. The
cost incurred to redeploy equipment was $0.4 million. In addition, during 2005, the segment ceased use of three leased
buildings and recorded lease termination expenses of $1.5 million.

For additicnal plant closures planned for 2006, the segment recorded impairment charges of $12.5 million related
to the equipment at the plants that it expected to take out of service or sell in 2006.

The segment alsc incurred withdrawal liabilities of $0.4 million from several multi-employer pension plans in 2005.

The segment incurred employee separation costs of $7.4 million at other locations relating to the Company’s cost
savings programs. In addition, new senior management terminated the implementation of a segment wide information
system, for which a portion of the investment and other related information technology projects of $3.9 million was
written-off. Other charges recorded by the segment include the settlernent of a legal matter and the cost of legal
matters that were settled in 2006.
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Corporate. In 2005, the Company made significant changes to its corporate management team and staff and
moved its corporate headquarters from Denver, Colerado to Stamford, Connecticut. As a result, the Company incurred
employee separation costs of $10.6 million. In addition, in December 2005, the Company ceased use of office space
in Denver and recorded a $4.1 million charge representing the net present value of the cost of the lease that was
not expected to be recovered over its remaining term and a $0.9 million charge for the net book value of leasehold
improvements and furniture and fixtures.

Other charges include the following;

* In Aprit 2005, the Company engaged an investment banking firm as a financial advisor to assist the then current

board of directars in its evaluation of the Company's strategic alternatives and incurred fees of $3.2 million.

* Legal and other fees incurred in connection with the special meeting of sharehoiders of $4.9 million.

* In January 2005, the Company's Chief Executive Officer resigned and the cost incurred as a result of this resignation

was $2.1 million.

» Under the Company’s Long-Term Incentive Plan, the change in the board of directors in September 2005

constituted a change of control and accelerated the vesting of the restricted stock issued to certain executives.
The compensation expense recognized by the Company as a result of the vesting of this restricted stock totaled
$2.6 million.

2004 Activity
Restructuring and impairment ¢harges in 2004 were as follows:

Envelopes,

Forms and Commercial
(in thousands) Labels Printing Corporate Total
Employee separation costs {1 683 3 25 $ — $ 708
Asset impairments (net of gain on sale) (360) 2,670 295 2,605
Equipment moving expenses 157 169 — 326
Lease termination expenses — 130 954 1,084
Building clean-up and other expenses 684 — — 684

Total restructuring and impairment charges $1.164 $ 2994 31,249 $ 5407

Envelopes, Forms and Labels. The envelopes, forms and labels segment closed its envelope plant in Bensalem,
Pennsylvania. The cost of this plant closure was $1.2 million and included employee separation costs of $0.7 million,
expenses incurred to relocate equipment of $0.2 million, and building clean-up and other expenses of $0.7 million. The
net gain recognized on the sale of the plant building exceeded the impairment charge recorded for assets taken out of
service by $0.4 million.

Commercial Printing. The commercial printing segment merged its two plants in Seattle, Washington and its two
plants in San Francisco, California. The cost of these plant consclidations totaled $1.1 million and included impairment
charges of $0.8 million for equipment taken out of service and other expenses of $4.3 million.

At the end of 2004, the segment made the decision to close a small printing operation in Phoenix, Arizona and
recorded a $1.4 million impairment charge for equipment taken out of service in 2005.

The segment incurred other equipment impairments of $0.4 million recorded in 2004,
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Corporate. The Company negotiated the termination of a lease on a building in New York City that had been
used by an operation that was closed in 2002. The cost tc terminate the lease and write-off the unamortized value of
leasenold improvements was $1.2 million.

A summary of the activity charged to the restructuring liabilities is as follows:

Lease Employee Pension
Termination Separation Withdrawal
{in thousands) Costs Costs Liabilities Other Total
Balance at Decemnber 31, 2004 $ 1,079 $ — $ — $ 14 $ 1,093
Accruals 5,751 26,407 950 — 33,108
Payments (763) {22,673) — 4) {23,440)
Reversa!l of unused accrual — — — {190) [}
Balance at December 31, 2005 6,067 3,734 a50 — 10,751
Accruals, net 4,015 19,847 —_ — 23,862
Payments (4,541) {22,154) (308) — {27,003}
Balance at December 31, 2006 $ 5541 $ 1,427 $ 642 $ — $ 7,610

12. Stock-Based Compensation

The Companys 2001 Long-Term Incentive Plan (the “Plan”) provides for the grant of stock options, restricted
shares and stock appreciation rights of the Company’s common stock and restricted share units (“RSUs”) based on the
Company's common stock to certain officers, other key employees, non-employee directors and consultants.

The Company’s cutstanding nonvested stock options have maximumn coniractual terms of up to ten years, principally
vest ratably over four years and were granted at exercise prices equal to the market price of the Company’s common stock
on the date of grant. The Company’s outstanding stock options are exercisable into shares of the Company’s common
stock. The Company’s qutstanding restricted shares vest ratably over four years. The Company has no outstanding stock
appreciation rights. The Company’s outstanding restricted share units principally vest ratably over four years. Upon
vesting, the restricted share units are convertible into shares of the Company’s commen stock.

Effective January 1, 2006, the Company adopted SFAS 123(R). As a result, the Company now measuses the cost of
employee services received in exchange for an award of equity instruments, including grants of employee stock options,
restricted stock and restricted share units, based on the fair value of the award at the date of grant rather than its intrinsic
value, the method the Company previously used. The Company is using the modified prospective application method
under SFAS 123(R) and has elected not 1o use the retrospective application method. Thus, amortization of the fair value
of all nonvested grants as of January 1, 2006, as determined under the previous pro forma disclosure provisions of
SFAS 123, except as adjusted for estimated forfeitures, is included in the Company's results of operations commencing
January 1, 2006, and prior periods have not been restated. As required under SFAS 123(R), the Company has reversed
the unearned compensation component of shareholders' equity (deficit) with an equal offsetting reduction of paid-in
capital as of January 1, 2006 and is now increasing paid-in capital for share-based compensation costs recognized
during the period. Additionally, effective with the adoption of SFAS 123(R), the Company recognizes share-based
compensation expense net of estimated forfeitures, rather than as forfeitures occur as presented under the previous pro
forma disclosure provisions of SFAS 123 subsequently set forth in this footnote. Employee stock compensation grants
or grants maodified, repurchased or cancelled on or after lanuary 1, 2006 are valued in accordance with SFAS 123(R).
Under SFAS 123(R}, the Company has chosen (1) the Black-Schoies-Merton option pricing model (the "Black-Scholes
Model”) for purposes of determining the fair value of stock options granted commencing January 1, 2006 and {2) to
continue recognizing compensation costs ratably over the requisite service period for each separately vesting portion of
the award.




82 onven 2006 annual report

Notes to Consolidated Financial Statements
{continued)

Total share-based compensation expense recognized in selling, general and administrative expenses in the
Company's consolidated statements of operations was $6.0 million, $2.5 million and $0.7 million in 2006, 2005 and
2004, respectively. Total share-based compensation expense recognized in restructuring, impairment and other charges
in the Company's consolidated statements of operations was $2.7 million in 2005.

As a result of adopting SFAS 123(R) on January 1, 2006, the Company's income from continuing operations before
income taxes and net income in 2006 was $3.3 million lower than if it had continued to account for share based
compensaticn under Accounting Principles Board Opinion 25 {"APB 25). Basic and diluted income per share in 2006
was $0.06 lower than if the Company had to account for share-based compensation under APB 25. Net cash used in
operating and financing activities in 2006 were the same as if the Company had continued to account for share-based
compensation under APB 25.

As of December 31, 2006, there was approximately $29.1 million of total unrecognized compensation cost related
to nonvested share-based compensation grants, which is expected to be amortized over a weighted-average period of
2.2 years.

Stock Options
A summary of the Company's outstanding stock opticns as of and for the year ended December 31, 2006 is as
foliows:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Term Value™
Options Price {In Years) (In Thousands)
QOutstanding at January 1, 2006 2,365,961 $ 895
Granted 1,570,000 20.55
Exercised (329,814) 6.03 $ 3,479
Forfeited (279,367) 8.99
Qutstanding at December 31, 2006 3,326,780 14.71 5.7 21.589
Exercisable at December 31, 2006 549,280 9.37 5.4 6,529

W Intrinsic value for purposes of this table represents the amount by which the fair value of the underlying stock, based on the
respective market prices at December 31, 2006 or, if exercised, the exercise dates, exceeds the exercise prices of the respective
options which, for outstanding options, represents only those expecied to vest.

The following table summarizes the activity of stock options for the years ended December 31, 2005 and 2004:

2005 2004

Weighted Weighted

Average Average

Exercise Exercise
Options Price Options Price
Options outstanding at beginning of year 6,868,100 $ 555 5,738,569 $ 616
Granted 2,308,000 817 1,885,130 372
Exercised {(4,661,854) 4.82 {19,331) 2.62
Expired/cancelled (2,148,285} 7.06 (736,268) 7.26
QOptions outstanding at end of vear 2,365,961 897 6,868,100 555
Options exercisable at end of vear 535961 6.83 3,858,396 6.67

The total intrinsic value of stock options exercised during 2005 was approximately $19.5 million and during 2004
was approximately $19,000.
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The weighted-average grant date fair value of stock options granted during the three years ended December 31,
2006, at exercise prices equal ta the market price of the stock on the grant dates, as calculated under the Black-Scholes

Model with the weighted-average assumptrons are as follows:

2005 2004
Weighted average fair value of option grants during the year $ 508 $ 222
Assumptions;
Expected option life in years 4.81 5.00
Risk-free interest rate 4.75% 4.40% 3.10%
Expected volatility 51.6% 62.4% 69.6%
Expected dividend yield 0.0% 0.0% 0.0%

The risk-free interest rate represents the U.5. Treasury Bond constant maturity yield approximating the expecied
option life of stock options granted during the period. The expected option life represents the period of time that the
stock options granted during the period are expected to be outstanding, based on the mid-point between the vesting
date and contractual expiration date of the option. The expected volatility is based on the historical market price
volatility of the Company’s common stock for the expected term of the options, adjusted for expected mean reversion.

Restricted Shares and RSUs

A summary of the Company's nonvested restricted shares and RSUs as of and for the year ended 2004, 2005

and 2006 is as follows:

Restricted Grant Date Grant Date

Shares Fair Value RSUs Fair Value
Outstanding at January 1, 2004 644,000 $ 490 — —
Granted 303,710 3.32 — —
Vested (14,922} 4.02 — —
Outstanding at December 31, 2004 932,788 4.40 — —
Granted 485,680 8.47 236,600 $ 9.69
Vested (739,449) 5.48 — —
Forfeited (479,019 4.72 — —
Qutstanding at December 21, 2005 200,000 9.52 236,600 9.69
Granted —_— —_ 532,150 20.55
Vested {50,000} 9.52 (141,600) 9.81
Forfeited — — (20,000) 9.52
Outstanding at December 31, 2006 150,000 9,52 607,150 19.19
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The total fair value of restricted shares and RSUs which vested during 2006 was $1.0 millien and $2.9 million,
respectively, as of the respective vesting dates.

The accompanying consolidated statements of operations for 2005 and 2004 were not restated since the Company
elected not to use the retrospective application method under SFAS 123(R). A summary of the effect on net loss and net
loss per share for 2005 and 2004 as if the Company had applied the fair value recognition provisions of SFAS 123 to
share-based compensation for ali outstanding and nonvested stock options (calculated using the Black-Scholes Model)
and restricted shares is as follows:

{in thousands, except per share data) 2005 2004
Net loss as reported $(135,052) 3 (19,708)
Reversal of share-based compensation expense determined

under the intrinsic value method included in net loss, net of taxes 2,505 718
Recognition of share-based compensation expense determined

under the fair value method, net of taxes {8,962} {4,952)
Pro forma net loss $ (141,509} §(23,842)
Net loss per share—basic and diluted:

As reported $ (2.70} $ 041

Pro forma $ (2.83) $ (0.50)

Under the Plan, the change in the Company's board of directors on September 12, 2005, triggered the change of
control provision of the Plan. Accordingly, all cutstanding stock options and restricted stock vested on September 12,
2005. The amount of stock-based compensation expense reflected in the pro forma calculation of net loss per share for
2005 is primarily the result of the acceleration in the vesting of the cutstanding stock options and restricted stock.

The Black-Scholes Model has limitations on its effectiveness including that it was develoned for use in estimating
the fair value of traded options which have no vesting restrictions and are fully transferable and that the modei requires
the use of highly subjective assumptions including expected stock price volatility. The Company’s stock option awards to
employees have characteristics significantly different from those of traded options and changes in the subjective input
assumptions can materially affect the fair value estimates.

In November 2005, the FASB issued FASB Staff Position (“FSP”), No. 123(R)-3, Transition Election Related to
Accounting for the Tax Effects of Share-Based Payment Awards. FSP Na. 123(R}-3 provides an elective alternative method
that establishes a computational component to arrive at the beginning balance of the paid-in capital pool related to
employee compensation and a simgplified method to determine the subsequent impact on the paid-in capital pool of
employee awards that are fully vested and outstanding upon the adoption of SFAS 123(R). This election is not available
for adoption untit January 1, 2087. The Company has determined not to use the alternative method.
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13. Retirement Plans

Savings Plan. The Company sponsors a defined contribution plan to provide substantially all U.S. salaried and certain
hourly employees an opportunity to accumulate personal funds for their retirement. In 2006, the Company only maiched
certain union employee’s voluntary contributions. In 2005 and 2004, the Company matched a certain percentage of
each employee’s voluntary contribution. All contributions made by the Company were made in ¢ash and allocated pro-
rata to the funds selected by the employee. Company contributions to the plan were approximately $0.4 million in 2006
and $6.0 million in 2005 and 2004. The plan held 2,192,289 shares of the Company's common stock at December 31,
2006.

Pension Plans. The Company currently maintains pension plans for certain of its employees in the U.5. under collective
bargaining agreements with unions representing these employees. The Company expects ta continue to fund these
plans based on governmental requirements, amounts deductible for income tax purposes and as needed to ensure that
plan assets are sufficient to satisfy plan liabilities.

Suppiemental Executive Retirement Plans. As a result of an acquisition in 2000, the Company assumed responsibility
for a supplemental executive retirement plan (“SERP"), which provide benefits to certain former directors and executives,
Far accounting purposes, these plans are unfunded; however, the predecessor company had purchased annuities, which
are included in other assets, net in the consolidated balance sheets. These annuities cover a portion of the liability to the
participants in these plans and the income from the annuities offsets a portion of the cost of the plans.

In September 2006, the FASB issued SFAS 158. This standard requires an employer to: (i) recognize in its statement
of financial position an asset for a plan’s overfunded status or a fiability for a plan’s underfunded status; (i) measure a
plan’s assets and its obligations that determine its funded status as of the end of the employer's fiscal year (with limited
exceptions); and (i) recognize changes in the funded status of a defined benefit postretirement plan in the year in which
the changes occur. These changes will be reperted in accumulated other comprehensive income. For the Company,
the requirement to recognize the funded status of its benefit plans and the disclosure requirements are effective as of
December 31, 2006 and are detailed below. The Company’s current measurement date is the date of its fiscal year end;
therefore, the measurement date requirement under SFAS 158 will have no impact on the Company. Beginning in 2007,
the Company will recognize changes in the funded status in the year in which the change occurs through accumulated
other comprehensive income on its consolidated balance sheet.

The effect of applying SFAS 158 on the accompanying consolidated balance sheet as of December 31, 2006, was:

Before Application Effect of Applying After Application

(in thousands) of SFAS 158 SFAS 158 of SFAS 158
Cther assets, net $ 34,327 $ (@) $ 34,285
Total assets 1,001,992 (42) 1,001,950
Other liabilites 40,235 405 40,640
Accumulated other comprehensive income 3.1 (363) 2,748
Total shareholders’ equity {deficit} 62,104 (363) 61,741

Total liabilities and shareholders” equity (deficit) 1,001,992 (42} 1,001,950
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As a result of the sale of Supremex {(Note 3), the Company has no further obligation relating to Supremex’s pension
plans. The following table sets forth the financial status of the Company’s U.S. pension plans and the SERP and the
amounts recognized in the consolidated balance sheets as of December 31, 2006. The amounts as of December 31,

2005 include Supremex’s pension plans.

Pension Plans SERP
(in thousands) 2006 2005 2006 2005
Change in projected benefit obligation:
Benefit obligation at beginning of year % 11,888 $ 55,164 $ 8,023 { 8410
Service cost 169 2,138 —_ —
Interest cost 668 3,212 1,393 571
Participant contributions — 531 — —
Actuarial (gain) loss (559} 2,710 — —
Foreign currency translation — 2,77 —_ —
Benefits paid (635) (2,761} {953) (958)
Benetit obligation at end of year $ 11,531 $ 63765 $ 8463 $ 8023
Change in plan assets:
Fair value of plan assets at beginning of year $ 8,59 $ 45,102 s — P -
Actual return on plan assets 1,022 4,032 — —
Participant contributions — 531 — —
Employer contributions 539 3,047 — —
Foreign currency translation — 2,324 — —
Benefits paid (635) (2,761 — —
Fair value of plan assets at end of year 9,522 52,275 — —
Funded status $ (2,009) $(11,490) $(8,463) {8023
Amounts recegnized in accumulated other comprehensive loss:
Net actuarial loss $(3.320) $ — 5 — $ -
Prior service cost {34} — — —
Total $ (3,354} 3 — s — -

The components of the net periodic pension expense for the U.S. pension plans and the SERP for the years ended

December 31, was as follows:

(in_thousands) 2006 2005 2004
Service cost $ 169 $ 173 $ 197
Interest cost en projected benefit obligation 2,061 1,196 1,269
Expected return on plan assets (703) (710) (742)
Net amortization and defarral 8 8 8
Recoqnized actuarial loss 267 200 134
Net periodi¢ pensicn expense $ 1,802 § 867 $ 866
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The assumptions used in computing the net pension expense and the funded status were as follows:

2006 2005 2004
Weighted average discount rate 6.00% 5.50-5.75% 5.75%
Expected long-term rate of return on assets 8.00% 8.00% 8.00%
Rate of compensaticn increase 4.00% 3.5-4% 3.5-4%

The discount rate assumption used to determine the Company’s pension obligations at December 31, 2006, was
based on the Hewitt Yield Curve ("HYC"), with the result rounded to the nearest 0.25%. The HYC was designed by
Hewitt Associates to provide a means for plan sponsors to value the obligations of their pension plans or postretirement
benefit plans. The HYC is a hypothetical double A yield curve represented by a series of annualized individual discount
rates. Each bond issue underlying the HYC is required to have a rating of Aa or better by Moody's Investor Service, Inc.
or a rating AA or better by Standard & Poor's. The discount rate assumptions for the pension expenses in 2006 and the
obligations at December 31, 2006 and 2005 were also based on the HYC.

The expected long-term rate of return on plan assets of 8.0% is based on historical returns and the expectations
for future returns for each asset class in which plan assets are invested as well as the target asset allocation of the
investments of the plan assets. The asset allocations and the target allocations for the investments as of December 31,
were as follows:

U.S. Plans Canadian Plans
2006 2005 Target 2005 Target
Equity securities 67% 69% 68% 49% 50%
Debt securities, including cash 27% 26% 27% 51% 50%
Real estate 6% 5% 5% 0% 0%
100% 100% 100% 100% 100%

The Company's investment chjective is to maximize the long-term return on the pension plan assets within prudent
levels of risk. Investments are diversified with a blend of equity and fixed income securities. Equity investments are
diversified by including U.S. and non-U.S. stocks, growth stocks, value stocks and stocks of large and small companies.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the plans with
accumulated benefit ohligations in excess of plan assets as of December 31, were as follows:

U.S. Plans Canadian Plans
(in thousands) 2006 2005 2005
Projected benefit obligation $11,531 $11,888 $51,877
Accumulated benefit obligation 11,202 11,529 45,427

Fair value of plan assets 9,522 8,596 43,679
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The Company expects to contribute $0.8 million to its pension plans and $0.2 million to SERP in 2007,

The estimated pension benefit payments expected to be paid by the pension plans and the estimated SERP payments
expected to be paid by the Company for the years 2007 through 2011, and in the aggregate for the years 2012 through
2016, are as follows:

(in thousands) Pension Plans SERP
2007 $ 5594 $ 953
2008 04 953
2009 621 953
2010 646 853
2011 655 853
2012 - 2016 3,587 3,697

Certain other U.S. employees are included in muiti-employer pension plans to which the Company makes
contributions in accordance with contractual union agreements. Such contributions are made on a monthly basis in
accordance with the requirements of the plans and the actuarial computations and assumptions of the administrators
of the plans. Contributions to multi-employer plans were $3.1 million in 2006, $3.2 million in 2005 and $3.0 million in
2004. In 2005, the Company recorded withdrawal liabilities of $1.0 million from certain multi-employer pension plans
that were incurred in connection with its restructuring program {Note 11).

14. Commitments and Contingencies

Leases. The Company leases buildings and equipment under operating lease agreements expiring at various dates
through 2018 (Note 11). Certain leases include renewal and purchase options. As of December 31, 2006, future
minimum annual payments under non-cancelable iease agreements with original terms in excess of one year were as
follows:

(in thousands)

2007 $ 27,972
2008 19,208
2008 13,282
20170 8,254
2011 4,891
Thereafter 9.074
Total $ 82681

Aggregate future minimum rentals to be received under non-cancelable subleases as of December 31, 2006 are
approximately $0.3 million.

Rent expense was $35.2 million in 2006, $39.3 million in 2005 and $35.7 million in 2004.

Concentrations of Credit Risk. The Company has limited concentrations of credit risk with respect to financial
instrurnents, Temporary cash investments and other investments are placed with high credit quality institutions, and
concentrations within accounts receivable are limited due to the Company’s customer base and its dispersion across
different industries and geographic areas.

Litigation. The Company is party to various legal actions that are ordinary and incidental to its business. While the
outcome of pending iegal actions cannot be predicted with certainty, management believes the outcome of these
various proceedings will not have a material adverse effect on the Company’s consolidated financial condition or results
of operations (Note 11).

Tax Audits. The Company’s income, sales and use, and other tax returns are routinely subject tc audit by various
authorities. The Company believes that the resolution of any matters raised during such audits will not have a material
adverse effect on the Company’s financiaf position or its results of operations (Note 10).




ceneeo 2006 annaal repors 99

Notes to Consolidated Financial Statements
(continued)

15. Accumulated Other Comprehensive income
Accumulated other comprehensive income was as follows;

December 31,

{in thousands) 2006 2005
Currency translation adjustments $ 7,945 $ 25,935
Unrealized loss on cash flow hedges {2,992) —
Pension liability adjustments, net of tax benefit {2,205) (8,531)
Accumulated other comprehensive income $ 2748 $ 17,404

As a result of the sale of Supremex and certain other assets, the Company reclassified into the gain on sale of
discontinued operations from accumulated other comprehensive income $6.0 mitlion of a minimum pension liability
adjustment (Note 3).

16. Income {Loss) Per Share

Basic income {loss) per share is computed based upon the weighted average number of common shares outstanding
for the period. Diluted income (loss) per share reflects the potential dilution that could occur if options to issue common
stock were exercised. The only Company securities as of December 31, 2006 that could dilute basic income per share
for periods subsequent to Decemnber 31, 2006 are (1) outstanding stock options which are exercisable into 3,326,780
shares of the Company's cammon stock and (2) 757,150 shares of restricted stock and RSUs.

The following table sets forth the computation of basic and diluted income (loss) per share for the years ended
December 31;

{in thousands, except per share data) 2006 2005 2004
Numerator for basic and diluted incorne (loss} per share:
Loss from continuing operations $ (21,825) $ (148,101} $ (44,708)
Income from discontinued operations, net of taxes 140,480 13.049 25,000
Net income (loss} $ 118,655 $ (135.052) $ (19.708)
Denominator weighted average common shares outstanding:
Basic shares 53,288 50,038 47,750
Dilutive effect of stock options — — —
Diluted shares 53,288 50,038 47 750
Incame {loss) per share - basic and diluted;
Continuing operations $  (0.41) 4 (2.96) $ (094
Discontinued cperations 2.64 0.26 0.53
Net income (loss) $ 2.23 $ (2.70) $ _{(0.41)

17. Related Party Transactions

In 2005, a group of shareholders called for a special meeting of shareholders to elect a new board of directors. On
September 9, 2005, the shareholder group and the board of directors of the Company reached an agreement pursuant
to which the board of directars was reconstituted and a new Chairman and Chief Executive Officer was appointed
effective September 12, 2005. In 2005, the Company reimbursed Burton Capital Management, LLC $0.8 milfion for
expenses incurred in its efforts to elect a new board of directors. The Company's Chairman and Chief Executive Officer
is also the Chairman, Chief Executive Officer and Managing Member of Burton Capital Management, LLC.
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(continued)

18. Segment Information

The Company operates in two segments—the envelopes, forms and labels segment and the commercial printing
segment. The envelopes, forms and labels segment specializes in the manufacturing and printing of customized envelopes
for billing and remittance and direct mail advertising. This segment also produces business forms and labels, custom
and stock envelopes and mailers generally sold to third-party dealers such as print distributors, office products suppliers,
office-products retail chains and the U.S. retail pharmacy market. The commercial printing segment is in the business
of designing, manufacturing and distributing printed products that include advertising literature, corporate identity
materials, financial printing, calendars, greeting cards, brand marketing materials, catalogs, maps, CD packaging and
direct mail.

Operating income of each segment includes all costs and expenses directly related to the segment’s operations.
Corporate expenses include corporate general and administrative expenses (Note 11).

Corporate identifiable assets consist primarily of cash and cash eguivalents, miscellaneous receivables, deferred
financing fees, deferred tax assets and other assets.
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{continued)

Summarized financial information concerning the reportable segments as of and for the years ended December 31,
is as follows;

{in thousands} 2006 2005 2004
Net sales:
Envelopes, Forms and Labels $ 780,696 $ 767,403 $ 754,609
Commercial Printing 730,528 827,378 843,043
Total $1,511,224 $1,594 781 $1,597 652
Operating incame {loss):
Envelopes, Forms and Labels $ 85,877 $ 51,830 % 54,150
Commercial Printing 13,766 {30,675) 4,184
Corporate (32,964) {47.465) (20,906)
Total $ 66,679 $ (26310) § 37428
Restructuring, asset impairment and other charges:
Envelopes, Forms and Labels $ 18,336 $ 12540 % 1,164
Commercial Printing 21,560 36,367 2,994
Corporate 1,200 28,347 1,249
Total $ 41,09 $ 77254 § 5,407
Significant noncash charges {credits):
Envelopes, Forms and Labels $ 6,880 $ 5107 % 1,036
Commercial Printing 3,821 21,926 2,670
Corporate (355) 4,977 295
Total $ 10,346 $ 32010 % 4,001
Cepreciation and intangible asset amortization:
Envelopes, Forms and Labeis $ 16,438 $ 17,728 % 19,010
Commercial Printing 23,567 29,978 29,466
Corporate 688 542 1,053
Total $ 40,693 $ 48248 $ 49529
Capital expenditures:
Envelopes, Forms and Labels $ 4837 3 38284 3 5748
Commercial Printing 12,974 23,065 18,454
Corporate 2,119 1,205 2,038
Total $ 19,930 3 28154 $ 26240
Net sales by product line:
Envelopes $ 582,460 $ 594,327 % 574,203
Commercial Printing 727,611 812,194 821,332
Labels and Business Forms 201,153 188,260 202117
Total $1,511,224 $1,594.781 $1.597.652
Intercompany sales:
Envelopes, Forms and Labels to Commercial Printing $ 13,254 $ 12629 3§ 8,949
Commercial Printing to Envelopes, Forms and Labels 15.855 19,977 13,453
Total $ 29109 § 32606 3 22402

December 31,

{in thousands}) 2006 2005
Identifiable assets:
Envelopes, Forms and Labels $ 484,366 $ 613,580
Commiercial Printing 393,954 438,938
Corporate 123,630 27,046

Total $1,001,950 $1,079,564
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Notes to Consgolidated Financial Statements
{continued)

Geographic information as of and for the years ended December 31, is as follows:

{in thousands} 2006 2005 2004
Net sales:

u.s. $1,452,453 $1,535,281 $1,536,578

Canada 58,771 59,500 61,074

Total $1,511,224 $1,594.781 $1,597 652
(in thousands) 2006 2005
Long-lived assets (property plant and equipment and intangible assets):

us, $ 517,018 $ 540,332

Canada 29,918 112,381

Total § 546,936 $ 652713
19. Quarterly Financial Data (Unaudited)

The following table sets forth certain quarterly financial data for the periods indicated:

First Second Third Fourth

(in thousands, except per share amounts) Quarter Quarter Quarter Quarter
Year Ended 2006
Met sales $385,286 $357,895 $383,868 $384,175
Operating income 9,854 5,685 25,028 26,112
Income {loss) from continuing operations (8,848) {45,801) 9,290 23,534
Income from discontinued operations, net of taxes 121,050 12,707 2,326 4,397
Net income (loss) 112,202 {33,094) 11,616 27,931
Income (loss) per share from continuing operations—basic™ {0.17) (0.86) 0.18 0.44
Income (loss) per share from continuing operations—diluted™ {0.17) {0.86) 0.17 0.43
Income per share from discontinued operations—basic and diluted®™ 2.28 0.24 0.04 0.08
Net income (loss) per share—basic™ 2.1 (0.62) 0.22 0.52
Net income (loss) per share—diluted(" 2.1 {0.62) 0.21 0.51
Year Ended 2005
Net sales $409,738 $385,469 $392,148 $407,426
Operating income {loss) {3.941) 4,739 (13,078} (14,030
Loss from continuing operations (28,069) (16,159} (69,335} (34,538)
Income {loss) from discontinued operations, net of taxes 5513 5,550 5,257 (3,271}
Net loss (22,556) (10,609} (64,078} (37,809)
Basic and diluted income (loss) per share™:

Continuing cperations $ (0.59) $ (0.33) 3 (1.38) 1 (0.65)

Discontinued operations 0.12 0.1 0.10 (0.08)

Net income (Joss) § 0.47) $ (0.22) $ (1.28) $ (071}

" The guarterly earnings per share information is computed separately for each period. Therefore, the sum of such quarterly per

share amounts may differ from the tozal for the year,

20. Subsequent Event

On February 12, 2007, the Company completed the acquisition of all of the comman stock of PC ink Corp., {“Printegra”)
for approximately $78 million in cash, which was funded through the Company’s Revolving Credit Facility. Printegra generates
annual revenues of approximately $90 million and operates thirteen strategically located facilities domestically. Printegra
produces printed business communication documents, including laser cut sheets, enveloges, business forms, security
documents, and labels, which are regularly consumed by small and large businesses. Printegra's results of operations and cash
flows from the February 12, 2007 acquisition date will be included in the Company’s consolidated results of operations and

cash flows within the envelopes, forms and labels segment.

On February 22, 2007, the Company entered into an agreement to sell its remaining 8,947,439 units in the Fund for
estimated net proceeds of $67 million. The sale of the units in the Fund is expected to close in March 2007,
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Management's Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as
such term is defined in Rule 13a-15(f) of the Exchange Act. The Company's internal control over financial reporting is a
process designed under the supervision of the Company’s Chief Executive Officer and Chief Financial Officer to provide
reasonable assurance regarding the reliability of financial reparting and the preparation of the Company’s financial
staternents for external reporting purposes in accordance with accounting principles generally accepted in the United
States.

Management has conducted an assessment of the effectiveness of the Company’s internal control over financial
reporting based on the framework established in internal Control—Integrated Framewaork issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on this assessment, management has determined that
the Company's internal control over financial reporting as of December 31, 2006 is effective.

Our internal control over financial reporting includes policies and procedures that pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect transactions and dispasitions of assets; provide reasonable
assurances that transactions are recorded as necessary to permit preparation of financial statements in accordance with
accounting principles generally accepted in the United States, and that receipts and expenditures are being made only
in accordance with authorizations of management and the directors of the Company; and provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that
could have a material effect on the financial statements.

Management’s assessment of the effectiveness of the Company's internal control over financial reporting as of
December 31, 2006 has been audited by Ernst & Young LLP, an independent registered public accounting firm, as stated
in their report appearing on page 64.

St Sl —

Robert G. Burton, Sr. Sean S. Sullivan
Chairman and Chief Executive Officer Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Cenveo, Inc.

We have audited management's assessment, included in the accompanying Management’s Report on Internal
Control over Financial Reporting, that Cenveo, Inc. maintained effective internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control-—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (the COSQ criteria). Cenveo, Inc.'s management is responsible
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility s to express an opinion on management's assessment and an opinion
on the effectiveness of the company's internal control over financial reporting based on cur audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reascnable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Qur audit included
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and evaluating the design and operating effectiveness of internal control, and perfarming such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements,

Because of its inherent limitations, internal cantrol over financial reparting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that Cenveo, Inc. maintained effective internal contral over financial
reporting as of December 31, 2006, is fairly stated, in ali material respects, based on the COSQ criteria. Also, in
our opinion, Cenveo, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 20086, hased on the COSO criteria.

We also have audited, in accordance wrth the standards of the Public Company Accounting Oversight Board
{(United States), the consolidated balance sheets of Cenveo, Inc. as of December 31, 2006 and 2005, and the related
consolidated statements of operations, changes in shareholders’ equity {deficit) and cash flows for each of the three
years in the period ended December 31, 2006 and our report dated February 28, 2007 expressed an unqualified opinion
thereon.

Samet ¥ LLP

ERNST & YOUNG LLP
Stamford, Connecticut
February 28, 2007




Shareholder Information

Corporate Headquarters
Cenveo, inc.

One Canterbury Green

201 Broad Street
Stamford, CT 06901
Telephone: 203-595-3000

www.cenveo.com

Annual Meeting of Shareholders

The Annual Meeting of Shareholders will be held at
the Four Seasons Hotel, 57 East 57th Street, New York,
New York 10022 U.S.A. on Thursday, May 3, 2007 at
12:00 p.m. Eastern time.

Market Price of Common Shares

The company’s common stock is traded on the New
York Stock Exchange (“NYSE”), under the symbol:
"CVQ". At March 23, 2007 there were approximately
325 shareholders of record and as of that date, we
estimate that there were approximately 9,100 beneficial
owners holding stock in nominee or “street” name. The
following table sets forth, for the periods indicated, a
range of the high and low sales prices for our common
stock as reported by the NYSE.

2006 High Low
1st Quarter $16.58 £12.75
2nd Quarter 19.96 15.01
3rd Quarter 21.70 17.32
4th Quarter 21.86 17.79
2005

1st Quarter $ 586 $ 285
2nd Quarter 10.00 5.25
3rd Quarter 10.50 7.37
4th Quarter 14.23 9.31

Dividends

We have not paid a dividend on our common stock since
our incorporation and do not anticipate paying dividends
in the foreseeable future because our senior secured
credit facility, senior notes and senior subordinated notes
limit our ahility to pay common stock dividends.

Stock Transfer Agent and Registrar
Computershare Trust Company, Inc.

350 Indiana Street, Suite 800

Golden, CO 80401

Telephone: 800-962-4284

Shareholder Account Inquiries

For inquiries concerning transfer of shares, replacement
of lost certificates, change of address or any questions
regarding your Cenveo stock, call or write the transfer
agent.

Form 10-K/Annual Report

The Annual Report on Form 10-K is filed with the United
States Securities and Exchange Commission. Ht is available
without charge either by contacting the Office of
Investor Relations or at www.SEC.gov, or by visiting the
company's website www.cenveo.com.

Independent Auditors
Deloitte & Touche LLP

Two World Financial Center
New York, NY 10281-1414
(212) 436-2000

Office of Investor Relations
Cenveo, Inc.

One Canterbury Green

201 Broad Street

Starmford, CT 06901
Telephone: 203-595-3005
Facsimile: 203-595-3071
WWW.CeNveo.com

Hotline

A 24-hour anonymous incident reporting hotline is
available to all employees and all stockholders. To
make a confidential and anonymous report, log on to
www.mysafeworkplace.com cr cali (800) 513-4056.
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